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PART X

ITEM L.  BUSINESS

A. ' General

Diversified Retailing Company, Inc. (hereinafter
referred to as the “"Company"), a Maryland corporation, is a
holding compqny.which.renders financial and'operating asdvice
to its wholly-owned subsidiary, Associated Retail Stores,
Inc. (hereinafter referred to as “Associated") and to Aszsu-
ciateﬁ‘s.subsidiary; The Company also owns shares of
Berkshire Hathaway Inc. (hereinafter referred to as "Berk-
shire"); a subsidiary of Associated's also owns shares of
Berkshire.

The Company has no direct salaried employees and
(with certain nominal exceptions noted under ITEM 12. DIREC-
TORS OF REGISTRANT and/or under ITEM 13. REMUNERATION OF
DIRBCTORS ARD OFFICERS) does not compensate its Directors
and CGfficers for their services. The Company's President,
Rebext M. Goldman, acts upon matexrial corporate matters only

with the approval of the Board of Directors of the Company.

B. Assqciated,Retail Stores, Inc.

Associated, an Illinois corporation, is the Com-
pany's wholly-owned subsidiary. Associated operates a chain
of stores which sell at.retail‘popularly priced women's and,
in a number of stores, children's apparel. The storeés are
located in downtown, neighborhood and sﬁbpping center retail
areas of principal cities in ten (10) states, in leased or
owned premises (see ITEM 3. PROPERTIES), and operate under

various trade names.

NOTE: Unless the text otherwise indicated, all statenients
made in PART ! describe circumstances existing as of
Janunary 31, 1976.




Associated sccks to afford its customers a wide
varicty of available mexchandise while ¥eduecing its overhead
costs to as low a level as is possible. Because of the num-
ber of stores operated by Associated, it is able to practice
certain economies of scale. All of Associated's stores are
served by a central buying and warehousing organization
lucated in New York City,_from which the stores"app&#éi‘?
lines are administered. A staff of megchandise‘Mﬂméqgrs agﬁi
buyers maintains daily pexrsonal contnd&"ﬂitﬂ_théngpyabag |
markets located in New York City and elaewhefe‘ fﬁu@rly'ill
receiving and purchasing activities are conducted.in.ﬁhe.

central warehouse, from which shipments are made deily o

the various stores. Associated utilizes detailed inveniory = -

control and analysis procedures, primaiily-through the use _ :
of an owned computer system, to identify popular and fast-
selling items for rapid replacement, and to identify those
items reguiring an inmediate reduction in price so that they
may'ﬁe sold quickly. In addition, Associated utilizes
inteﬁchangeable store fixtures to facilitate the opening and
clbsing of its stores. Associated's policy of making sales
only for cash or on credit under approved bank charge ac-
count plans has allowed it further to avoid unnecessary
overhead costs.

Associated regularly employs approximately one
thousand, three hundred fifty (1,350) full and part-time
employees, and seasonally employs an additional one hundred
fifﬁy (150} :employees. All of iﬁs sales personnel are paid
at an hourly rate, and none are paid sales commissions.
Approximately eighty percent (803%) of Associated's employees
are covercd by union contracts which expire at various
times. There were no%§ignificant changes. in emplofeerrela~

tions Quring the fisc¢al year ended January 31, 1976, and




Associnted's wanagement considers its relations with its

he businege of most of the stoves, particularly

those in the larger cities, involves intense competition

with other stores selling similar merchandise, including

discount and department stores, specialty shops and stores
operated by national chains.

In addition to operating the chain of retail
stores, Associated wholly-owns one {1) subsidiary,* and
that subsidiary owns 99.6% of anothexr company.

{1) Columbia Insurance Company

Columbia Insurance Company** (hereinafter
‘referred to as “Columbia"), a Nebraska corporation, is a
wholly-owned subsidiary of Associated which engages in the
business of fire and casualty insurance and reinsurance.
Columbia operates under a certificate of authority to trans-
act the business of insurance {with the oxceptions of life
and title insurance) issued by the Department of Insurance
of the State of Nebraska, and is currently licensed to con=-
duct one or more insurance businesses in sixteen (16) other

states. At present, Columbia's business consists primarily

On Wovembexr 30, 1975 two (2) former wholly-owned subsi-
diaries of Associated, Fashion Oatlet of Michigan, Inc.

and Anbec, Inc., were mergcd into Associated. Fashion
Outlet of Mlchlgan, Inec., in its former capa01ty as a
Michigan corporation, operated a single women's and
children's apparcl store on leased premises in Saginaw,
Michigan. Associated now operates that store under the
name “"Fashion Quilet". Anbec, Inc., in its former capa-
city as an Illinois corporatxon, owned certain improved
real propoerty in Chicago, lllinois, and leased that
property to Associated for the latter's operation of
one of its retail stores. Associated continues to op-
erate that store.

Formerly "“Reinsurance Corp. of Nebraska".




of the acceptance of portions of reinsurancé,contracts gene~
rated through and cffered to Columbia by the reinsurance
division of NWational Indenmiity Company (hereinafter rofexred
to as "National Indemnity").

| National Indemnity is a wholly-owned subsi-
diary of Berkshire. Although as of January 31, 1976, Warren
E. Buffett, a member of his immediate family, the Company
and its subsidiaries owned substantial amounts of the common
stock of Berkshire, and although Mr. Buffett is the Chairman
of the Board of Directors of the Cempany, of Associated, of
Columbia, and of Berkshire {see ITEM 4. PARENTS AND SURSI-
DIARICS and ITEM 12. DIRECYTORS OF RDGISTRANT), National In-
demnity is not obligated to offer all or any portion of any
reinsurance contract to Columbia. Accordingly, Columbia
cannolt be certain that it will continue to be offered busi-
ness through the reinsurance division of National Indemnity,
presently "its principal source of business. Columbia cur-
rently is dependent upon the continuance of its business
arrangements with National Indemnity since Columbia has no
independent staff for generating or evaluating business,
settling losses or handling other administrative details.

(2) Southern Casualty Insurance Company

On April 30, 1974 Columbia purchased 99.6% of
the issued and outstanding voting securites of Southern
Casualty Insurance Company (hereinafter referred to as
"Southern"). Southern is licensed to write workmen's com-
pensation coverage in £he State of Louisiana.

C. Lines of Business and Classes of
Similar Products or Services

The Company believes that for purposes of this
Item it conducts only one significant line of business;
i.e., through Associated, the retailing of women's and

children's apparel.




The Cowmpany and/oxr its consolidated subsidiaries
(including Columbia), have investments in Berkshire and
Blue Chip Staaps (horeinalfter referred to as "Blue Chiph)
which are accounted for by the equity method. Although
these investments are not treated as lines of business for
purpose of this Item, equity in ecarnings of these affili=-
~ates contribute significantly to consolidated net earnings
as set forth in Item 2 following.

The Company's insurance and reinsurance opera-
tiong, conducted by Columbia and Southern, are not treated
as a separate line of businexs for purpeoses of this Item
becavize their written premium volume plus their investment
incoma is less than 15% of the sum of consolidated net

sales, written insurance premium volume and consolidated

investment income. Equity in net earnings of Berkshire and

Blue Chip exceceded Columbia's net earnings in each of the
past twe years; such equity income is reported on a con-
solidated basis in Item 2 as described above. See also the
consolidated financial statements of Columbia Insurance

Company and Consolidated Subsidiary ineluded in Item l0(a).




ITEM 2.

SUMARY OF OPERATIONS

THIS SUMMARY SIOUID BE READ IN CONJUNCTION WITH THE FINANCIAL STATLMENTS AND NOIES THERETO INCLUDED IN ITEM 10 (2)

Net Sales

Gross Profit and Other Income Items
Operating Expenses, Except Interest
Interest and Financing Costs

Income Taxes Applicable to Operating Earnings

Cperating Earnings

Additions to I[Daductions from) Operating

Emm s, Net of Taxes:
Eamin
for b\' the Dguity Method

Equity in Net

Realized Gains (Losses) frem Securities
Transactions

Farnings Before Extraordinary Items

Extrecrdinary Items, Net of Taxes

Net Earings

Per Shaxe (1,000,000 Shares Cutstanding):
3~*"‘“'7'n.1'1gs before Extracrdinary Items

¥et Bamings

Fiscal Year Ended

g5 of Affiliated Companies Accounted

Janwry 29, 1972

538,598

$13,462

{11,439)
(673)
(647)

703

724

200

1,627
(111}
$ 1,516

g 1.63
1.52

——

Folaraary 3, 1973%

Fobriary 8, 1974

I‘ebruamr 1, 1973

January: 31, 1976

(In thousonds of doliaxs oxcept per share amounts)

$38,918

$13,919

111,778)
1687}
{703)

751

* The fiscal year ended February 3, 1973 consisted of 53 weeks

38,399

$13,904

(12,167)
(720)
(441)

576

This sumrary includes the results of the Conpany and its subsidiaries on a censolidated basis.

(a) The e_\traordmary loss for fiscal 1972 resulted from additional incomie taxes related to sale of a subs:di

$34,925

$13,333

(11,946)
(677)
(307)

403

1,582

{210)
1,775
68

- $ 1,843

b
L ]

|

$3%,14!

e ]

o1

513,581
(172,253)
(714)
__(489)

503

o8N
. .
oo
-] ]

ary in fiscal 1970. The

extraordinary gains in fiscal years 1974 ard 1975 resulted from receipt of condetnation proceeds for certain Philadelphia proper-
ties in excess of depreciated cost of the properties.




MANAGUMLNE 'S CISCUSSION OF SULRY OF CPERATIONS

‘Operating earnings as reflected in the Summary of
Operations have varied only nominally in the past five-years_
in relation both to the scope of operations and ta‘thelﬁotal
stockholders' equity. Improvement in retailing operations
was apparent in the most recent fiscal year afterhsome de-
terioration in the prior yearn.

. The more significant fagtor influencing earnings
before extraordinaxry items has been the Company's equity in
net earnings of ﬁerkshire-Hathaway_Inc. ("Berkshire®) and
Blue Chip Stamps ("Blue Chip"). The Company'"s fecorded

share of net earnings of these affiliates has beén as fol-

lows for the past three years, in thousands of dollars: .

Fiscal'Year Fnded

February 2, February 1, . dJanuary 31,
1974 1975 | 1976
Berkshire . 1,220 723 637
Blue Chip : 765 - 859 922
Total 1,985 1,582 1,559

The Compaﬁy‘s share ownership of Blue Chip has re-
mainedrconstant for the past three years so thaé‘the above
refléé£$ increases in Blue Chip's net earnings. The decline
in eqguity in BerkShire*s‘éarnings ig reflective of decreased
earnings of'Berkshire, although indreaséd.share.ownership by
the Company in the mosi recent year‘partially offset a 33%
decline in that company's total reported earnings, to the

extent that the Company's equity in Berkshire's net earmings.

declined by a lesser 12%,

o

e
e

I




ITEM 3. PROPERTIES
The operating offices of the Company are located
in the Iaw firm Qf'Frank, Bernstein, Conaway & Goldman,

13001Mercantile:Bankrand-Trust Building,; 2 Hopkins ?iaza;r

‘Baltimore, Maryland 21201, in which firh Robert M. Goldman,

the President of the Company, and Max E. Blumenthal, the
Secxetary'df-the Company, are partners. The CompaHY“paYS no

rent for the said offices and; except for certain legal and

‘bookkeeping activities, orily limited operatiohal activities

of thé Company take place ﬁhereiﬁ.

The stores operated.by Associated*(seé ITEM 1.
BUSINESS) range in size of:flpor area from.appfbximately £wo.
thOusénd (2}000) square-feét to approximately sixty thousand

(60,000} square feet. ihe_total floqr area of all of the

‘stores is approximatelyﬂnine hundred thousand (900,000}

square feet.

- Associated 6wns'the-laﬁd and improvements of eight
(8) of its stére locations, ‘all of which are in Chicago,
ﬁiiﬁéﬁkée, Philaﬁelphia, Chester, Pennsylvania and Gary,
Indiana; 'Assbciated.ieases its remaining store locations,
for terms expiring on various dates through'lQBS.- The
aggfééate annual minimum rental paid'by_Associéted during
the”fisﬁél vear ended January 3%, 1976 for the store loca-
tions which it leases was approxim%tely $1,495,000. Cer-
tain of the leases, hOWever,.provide for the payment of
additional rent based up0n the voluﬁe-gf sales at thézpartiw

cular location, and for the payment by Associated of appli-

_ cabléjreal property taxes anrd/or other expenses. (See Note

12 of the Notes to Financial Statements.)

Associated's executive, buying and administrative

offices are located in a New York City warchouse (see ITEM




1. BUSINESS) leased by Associated for a term expiring in
1978. The warehoﬁse has a floor area of approximately
eighty thousand (B0,0QO)_Square feet.

Columbia has no independent operating cffices and
owﬂs.no facilities; all of Columbia's activities are suver-
visediby Warren E. Buffett, its President and the Chairman
of its.Board of Directors, from his offipes.in‘Omaha,

Nebraska.

ITEM 4. PARENTS AND SUBSIDIARIES

A. 'Parents

As of April 26, 1976, (See ITEM 6. INCREASES AND
DECREASES Iﬁ OUTSTANDING SECURITIES), Warren E. Buffett
owned 51.49%*% of the Company's common‘stock;'First'Manhattan
Co. (of which David S. Gottesman was and is a general |
partner) held of record 13.17% of'thét stock; and Susan T.
Buffett, the spouse of Warren T. Buffett, owﬁEd approxi-
mately 3.95% of that stock. (see ITEM 11. PRINCIPAL SE-
CURITY HOLDERS AND SECURITY HOLDINGS OF MANAGEMENT #nd ITEM
12. DIRECTORS OF REGISTRANT.) First Manhattan Co. disclaims
any status which would cause it to be deemed a parent Com-
pany.

B. Subsidiaries

The Company owns one hundred percent (100%) of the
"issued and outstanding voting securities of its subsidiary,
Associated Retail Stores, Inc., an Illinois corporation. As-

sociated owns one hundred percent {100%) of the issued and

* This percentage was computed without taking into account
Mr. Buffett's interest ag trustee under a trust instru-
ment in certain shares .of the Company's common stock.

See ITEM 11. PRINCIPAL SECURITY HOLDERS AND SECURITY
HOLDINGS O MANAGEMENT.




outstanding'vdting Securities of its subsidiary, Columbia
Insurance Company, a Nebraska corporation. Columbié owns
99.6% of Southern Casualty Insurance Company. The above-
named subsidiaries are‘inéluded in the consolidated finan-
cial statements of the Company.

' As of January 31, 1976, the Company, through its
sisubsidiary, Associated, 'and Associakted's subsidiary, Colum~
bia, beneficially owhed approximately sixteen percent (16%)
of- the common stock of Blue Chip Stamps, a California corx-
poration, and Warren E. Buffett ana-his wife beneficially
owned approximately thirteen percent (13%) of that stock.
On that date, Berkshire and its subsidiaries beneficially
ownéd twenty-six percent (26%) of the common stock of Blue
Chip, and David S. Gottesman, a general partner of First
Manhattan Co., and members of his immediate family, and
members of the immediate family of Charles F. Heider,.gwned
benéficially-less than one percent (1%) of that stock. The
Company takes up equity in earnings relating to its share=
holdings in Blue Chip. For;purposes of this Item 4, and
pursuant to Instruction No. 6 thereto, Blue Chip is deemed
to be a subsidiary. |

As of January 31, 1976, the Company and Columbia
in the aggregate owned beneficially approximately fifteen
percent (15%) of the common stock of Berkshire, a Delaware
corporation. In addition, on that date Warren E. Buffett
and Susan T. Buffett, his spouse, respectively owned bene-
ficially approximately 33.3% and approximately'Q‘S% of that
stock,' The Company takes up equity in earnings relating to

its shareholdings in Berkshire. For purposes of this Item

4, and pursuant to Instruction No. 6 thereto, Berkshire is

deemed to be a subsidiary.




ITEM 5. PENDING LEGAL P ROCEEDINGS

Neither the Company, Associated nor Associated's
subsidiary are parties to any material pending legal pro-
ceedings other than ordinary routine litigation incidental
to their business; én&_none of their property is the subject

thereof.

ITEM 6. INCREASES AND DECREASES IN OUTSTANDING SECURITIES

None as of January 31, 1976.

As of April 26, 1976

Amount | Amount:
. Outstanding Dates - Amount of tstanding -
Title of %, BAs of February of - Increase/ as of April

Class b 1, 1975 Transactions ; ({Decrease) 26, 1976

Diversified &1,000,000 March 17, 1976  (211,877) 788,123
Retailing Co., : to '

Inc., comwon April 26, 1976

stock, par :

value $0.003

per share

‘Description of Transactions

Aftér'the close of'the‘Company‘s fiscal year ended
January 31, 1276, and up to April 26, 1976, the Company re-
purchased 211,877 shares of its outstanding $0.0003 par
value common stock at Fifteen Dollars ($15.00) per share.

The aggregate purchase price paid for those shares was

$3,178,155.00, and the Company obtained the funds with which

to make the purchases by borrowing from a commercial bank.

Seea NOTE 16 of the Notes to Financial Statements.




ITEM 7. APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS

Title of Class Nunbex of Record Holders (a)

Diversified Retailing Co., 67

"Inc., common stock, par
value $0.0003 per share

ITEM 8, EXBCUTIVE OFFICERS OF THE REGISTRANT

Name Age Offices(s) Held

Warren E. Buffett 45 Chairman of the Board of Directors
Robert M. Goldman (b) 59 President; Director

David S. Gottesman 49 Vice President; Director

Charles T. Munger 52 Vice President; Director

Charles ', Heider 49 Director

Max E. Blumenthal (b) 35 Secretary _

Larry C. Cummings {b) .32 Treasurer; Assistant Secretary

ITEM 9. INDEMNIFICATION OF DIRECTORS AND OFFICERS

The Company has no charter provision, by-law, con-
tract or arrangement under or pursuant to which any of its
Directors or Officers are insured or indemnified in any man-

ner against any liability which may be incurred in their

capacity as sﬁch, However, under Section 2-418 of the Cor-

porations and Associations Article of the Annotated Cede of
Maryland, the Company may indemnify any Director, officer,

employee or agent of the Company against any expenses or

The information is given as of April 26, 1976.

Both Mr. Gcldman and Mr. Blumenthal are partners in the
law firm of Frank, Bernstein, Conaway & Goldman,; 1300
Mercantile Bank and Trust Building, 2 Hopkins Plaza,
Baltimore, Maryland 21201, which firm represents the
Comnpany. Mr. Cummings is an employee of that firm.

.

- 12 -




liability incurred as a result of his good faith perfeimance
of duty in such capacity, subject to certain restrictions
upon such indemnification, which are provided in the said

statute.

ITEM 10, FINANCIAL STATEMENTS AND EXHIBITS FILED

A. Financial Statements

A list of the consolidaﬁed-financial statemonts
and schedules of the Company and/or of the consolidated
insurance subsidiaries which are filed herewith immediately
precedes those documents herein.

B, Exhibits Filed

Exhibit Ay 1975 Annual Repoxrt of Berkshire
Hathaway, Inc.

Exhibit B: Accountant's Report and Financial
Statements from 1276 Annual Report
of Blue Chip Stamps

Exhibit C: 1975 Annual Report of Wesco Finan-
cial Cornoration

—

S13 -




PART 1T

—y i

ITEM 1. PRINCIPAL SECURIYY HOLDERS AND SECURITY HOLDINGS

OF MANAGEMENT

A. Principal Security Enlders

Title of Typae of Amount: Percent
Name and Address Class Ownership Owmed (a) of Class
Warren E. Buffett common record and 440,636 (b) 55.9%
5305 Farmam Streat beneficial
Onaha, Nebraska 68131
First Manhattan Co. common record only  103,787{c} 13.17%

30 Wall Street _
New York, New York 10005

(a)

(b)

(c)

The information is given as of April 26, 1976.

This amount includes the following shares of common
stock, as to which Mr. Buffett disclaims the beneficial
ownership:

(i) 31,113 shares held by Mr. Buffett's wife,
Susan T. Buffett:;

(1i) 3,732 shares held in trust under the Last
Will and Testament of Howard M. Buffett, deccased, as
to which Mr., Buffett is the trustece;

As a general partner of First Manhattan Co., David S.
Gottesman, a Director and a Vice President of the
Company, beneficially owned 35,000 of the said 103,787
shares. An additional 12,895 of the said 103,787
shares are held in trust for the benefit of certain
menbers of Mr. Gottesman's immediate family and an

additional 10,031 of the said 103,787 shares are owned

beneficially by a member of Mr. Gottesman's immediate
family. The remaining 45,861 of the 103,787 shares
are owned beneficially by the other partners of the
firm or their personal representatives. Mr. Gottesman
disclaims the beneficial ownership of the shares held
in the said trust and of the shares owned by the member
of his immediate family.

(a)




B. Security ledings of Managaoment

Amount Beneficially Percent
Title of Class Owned (d) of Class

Diversified Retailing Co., 473,191 {£) 60.04%
Inc., common stock, par
value 0.0003 pexr share (e)

ITEM 12, DIRECTORS OF THE REGISTRANT

Bach of the following persons served as a Director
of thé Compahy during the entire fiscal year ended January

31, 1976.

(d} Subject to the exceptions indicated in note (£) to this
Item, this column indicates the number of shares of the
common stock of the Company beneficially owned directly
or indirectly by all Directors and Officers of the
Company, as a group, as of April 26, 1976.

-

The Company has no other class of equity securities.

No Director or Qfficer poessesses the beneficial owner-
ship of any share or shares of equity securities of the
Company ‘s subsidiary, Associated, or of Associated's
subsidiary, Columbia.

This amount does not include any of the following
shares of common stock:

(i) the shares referred to in note (b) to this
Item,; which note is incorporated herein by reference;

(ii) the 12,895 shares held in trust for the
benefit of certain members of David S. Gottesman's
immediate family and 10,031 shares owned beneficially
by a member of Mr. Gottesman's immediate family re-
ferred to in note {c¢) to this Item, which note is
incorporated herein by reference;




A. Warren E. Buffett

Warren E. Buffett is the Chairman of the Board of
Directors of the Company, having held that office since the
Company's organization in 1866. Since 1970, Mr. Buffett has
been the Chairman of the Board of Directors of Asszociated
and of Berkshire, and the Chairman of the Board of Directors

and President of Columbia.

B. David S. Gottesman

David S. Gottesman, a Director and a Vice Presi-
dent of the Company, is and has been for the past five years
a general partner in the broker-dealer securities firm of
Pirst Manhattan Co., a menber of the New York Stock Ex-

change.

C. Charles 7. Mungexr

Charles T. Munger, a Director and a Vice President
of fhe Company, has been for the past five years, and until
Januaxry, 1976, a general partner in the broker-dealer securi-
ties firm of Wheeler, Munger & Co., a member of the Pacific
Coast Stock Exchange. Since Januvary, 1976, Mr. Munger's
principal occupation has consisted of the management of pexr-

sonal investments.

D. Charleg 7. Heidexr

Charles F. Heider, a Director of the Company, is

and has been since 1977 the Pfesideut of Chiles, Heider &

Co., Inc., a broker-dealer securities firm and a member of

the Neow ycxk-Stock-Exchange.




E. Robert M, Goldman

Robert M, Goldman, a Director and the President oF
the Company, is and has been since July 1, 1966, a partner
of the Maryland law firm of Trank, Bernstein, Conaway &

Goldman.

ITEM 13. REMUNERATION 0OF DIRECIORS AND OFFICERS

Name of Inditvidual Capacities in which Aggregate
oxr Number of Per- Remuneration was direct
sons in Group , Recelved Remuneration

Larry C. Cummings Treasurer $500.00
All seven Directors $500.00 (b)

and Officers as a
group

ITEM 14. OPTIONS GRANTED TO MANAGEMENT TO PURCHASE SECURITIES

None

ITEM 15. -INTEREST OF MANAGEMENT AND OTHERS IN CERTAIN
TRANSACTIONS

A. Other than the following, there have been no

transactions since the beginning of the fiscal year ended

(a) Subject to the exceptions indicated in note (b} to this

' Item, this column indicates the aggregate amount of di-
rect rémuneration paid by the Company, Associated and
Associated's subsidiaries to the person or persons
specified, in all capacities, during the Company's
fiscal year ended January 31, 1976.

" This amount does not include legal fees and cash advanced
in the amounts of $7,328.50 and $589.74 respectively,

* which the Company accrued during its fiscal year ended
January 31, 1976, to the law firm of Frank, Bernstein,
Conaway & Goldman, in which Messrs. Goldman and Blumen-
thal are and were at the time of such payment partners.
Nor does the said amount include any additional such
legal fees incurred by the Company between January 1,
1976, and January 31, 1976, for which amounts the said
firm had not billed the Company as of January 31, 1.976.
(See ITEM 15. INTEREST OF MANAGEMENT AND OTHERS IN

- CERTAIN TRANSACTIONS.)




January 31, 1976, nor are there any presently proposed
transactions, to which the Company, Associated or Assaci-
ated's subsidiary was or is to be a party, in which any.
Director or Officer-of the Company, or any security holder
named under section A of Item 11l hereof, or any relative ox
spouse of any of the foregoing persons who has the same home
as such person or who is a Director or Officer of the Com-
pany or of Associated or of Associated's subsidiary, had or
is to have a direct or indirect material interest:*

(1) During the Company's fiscdl year ended
January 31, 1876, Columbia accepted reinsurance contracts
from National Indemnity, of which Warren E. Buffett is the
Chairman of the Board of Directors, representing premiums
written in the approximate amount of $1,973,000. See Note
9 to Columbia's financial statements presented elsewhere.
National Indemnity performs all of Columbia’s'bookkeeping%
and other administrative functions. Fox these services
Columbia pays to National Indemnity.as part of its ceding
commissions an amount ordinarily equal to one-half of the
customary originating brokerage commissions. "Pro rata"
business normally carries an originating commission of 1%,
and "excess" business, an originating commission of 10%.
The amount of cading commissions representing fees for
bookkeeping and administrative services paid by Columbia to
Naticnal Indemnity during 1975 was approximately $12,850.

(2) During the Company's fiscal year ended

January 31, 1976, the Company paid and/or incurred certain

legal fees in connection with the representation of the

*  Mr., Benjamln F. Rosner, the President of Associated (but
neither an Officexr nor a Director of the ‘Company) , owns
and leascs to Associated the land and’ 1mprovements upon
which Aa5001ated operates one of its retall stores.

- 18 -




Company by the law firm of Frank, Bernstein, Conaway &
Goldman. (See note (b) to ITEM 13. REMUNEFATION OF DIREC-
TORS AND OFFICERS.). |

(3) After the close of the Company's fiscal year
ended January 31, 1976, M. Peter Moser, a paftner in theilaw
firm of Frank, Bernstein, Conaway & Goldman (in which )
.Messrs} Goldman and Blumenthal afé'partnerS), or member;/of
Mx. Mcsef‘s immodiate family, sold 2,211 shares of the
Company's $0.0003 par value common'stock, which Mr. Moser or
members of his immediate family owned beneficially, to the
Company for the aggregate sum of $33,165.

B. " During the Compﬁny's fiscal.year ended January
31, 1976, no Dirvector or Officer of the Company or associate
of such persons was indebted to the Company, Associated or
Associated's subsidiary.

C. Other than any payments which.may_have-been
made pursuant to the terms of any pension, retirement; sav-
iﬂgs or similar plan which may have been provided by the
Company, Associated or Associated's subsidiary, during the
Gbmpany‘s-fiscai year ended January 31, 1976, there was no
tfénsaction, and there is no presently proposed transaction,
o which any of the said plans:wgs or is to be.a party, in
which any Director or Officer of the Company, any security
holder named under section A of Item_il hereof, or any
relative or spouse therebf or relative 'of any such spouse
WhO has ﬁhe,éame home as any such Director,‘Offieer o
security holder or who is a Dingctor or Offider Of_ASSO“
ciated oxr Associated's subsidiary, had or is to hﬁ#é a

direct or indireect matervial interest.
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Pursuant to the requirements of Section 13 or
"l§(d):of the Securities Exchange Act of 1934, tﬁe registrant
has duly caused this report to be signed ‘on its behalf by

- the undersigned,_thereuﬁto duly authorized.

DIVERSIFIED REATILING COMPANY, INC.

Rolbiert M. G%}dman, Préﬁidént

pated: Afnd 3-:{_)57_[

N
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Item 10. Einancial Statements and Exhibits Filed

//‘

(a) Financial Statements : S

[ . ' N

Indek-ﬁo'Financiaf‘Statements

e ) i B il # ’ -, -
i ‘——E—Pa g

Diversified Retallang Company, ‘Inc. and Subsidiariest

4?'

e

. Reports of Independent Certified Public Accountants F-1 and F-2
: ¥ Consolidated Balance Sheets,; February 1, 1975 and. ' ‘
e T ﬂ Janyary 31, 1976 F-3 .

“Consolidated Statements of Earnings and Retained
~ Earnings, Years ended February 1, 1975 and
-January 31, 1976 F-4
Consolidated Statements of Changes in Flnanflal
Position, Years ended February 1, 1975 and
January 31, 1976 F-5

Diversified Retaiiing Company, Inc. (Parent Company Only):

Balance Sheets, February 1, 1975 and January 31, -

1976 F-6
Statements of Earnings and Retained Earnings,

Years ended February 1, 1975 and January 31,

1976 F-7
‘ Statements of Changes in Financial P051t10n, Yeax's
. ended February 1, 1975 and January 31, 1976 F-8
: Notes to Fig}ﬁcialtstatéments ' F-9 through F-22

Schedules Supporting Consolidated Finamcial Statements
and Parent Company Only Financial Statements:

. Schedule III -~ Investment in Securities of
Affiliates, Years ended
February 1, 1975 and
January 31, 1976 .. 8-1 and 8-2

Schedule XVI - Supplementary Income Statement
Information, Years ended
February 1, 1975 and January 31,
1976 : s-3

Columbia Insurance Company and Subsidiary:

- Report of Independent Certified Public Accountants F-101
: Consolidated Balance Sheets, December 31, .1974 and
. 1975. F-102
v : Consolidated Statements of Earnings, Years ended:
December 31, 1974 and 1975 iz F-~103
Consolidated Statements of Capital Stock and Surplus,
Years ended December 31, 1974 and 1975 F-104
Consolidated Statements of Changes in Financial .
Position, Years ended December 31, 1974 and 1975 F-105

Notes to Consolidated Financial Statements F-106 through F-115
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Item 10. Financial Statements and Exhibits Filed (Continued)

(a) Financial Statements, Cont,

Schedules Supporting Consolidated Financial Statements:
Schedule I - Summary of Investments in Securities,
Other than Affiliates, December 31,
1974 and 1975 §-101 and S-102

Schedule IT - Investment in Affiliates, Years ended
December 31, 1974 and 1975 5-103

Schedule VII - Premiums, Losses and Claims, Years
ended December 31, 1974 and 1975 5-104

(b) Exhibits

A - Annual Report of Berkshire Hathaway Inc, -
1974 and 1975

B - Annual Report of Blue Chip Stamps ~ 1976

C - Annual Report of Wesco Financial Corporation -
1974 and 1975

All other Schedules are omitted because the information required therein is not
applicable or is given in the financial statements or the notes thereto,




PraT, MARWICK, MiTCcHELL & Co.

CERTIFIED PUBLIC ACCOUNTANTS

ACCOUNTANTS' REPORT

The Board of Directors
Diversified Retailing Company, Inc.:

We have examined the financial statements and related schedules of Diversified
Retailing Company, Inc. and subsidiaries and Diversified Retailing Company, Inc.
(parent Company only) as listed in the accompanying index, so far as they relate
to the year ended January 31, 1976, Our examination was made in accordance

with generally accepted auditing standards, and accordingly included such tests
of the accounting records and such other auditing procedures as we considered
necessary in the circumstances. We did not examine the financial statements

of Blue Chip Stamps, an affiliated company. The Company and its subsidiaries®
investment in Blue Chip Stamps at January 31, 1976 was $13,264,615 and its
equity in earnings of Blue Chip Stamps was $921,531 for the year then ended,

The financial statements of Blue Chip Stamps were examined by other auditors
whose qualified report thereon has been furnished to us and our opinion expressed
herein, insofar as it relates to the amounts included for Blue Chip Stamps, is
based solely upon the report of the other auditors.

The report of the other auditors on the financial statements of Blue Chip
Stamps for the year ended February 28, 1976 was qualified with respect to the
outcome of certain legal proceedings. These legal proceedings are explained
in note 7 of notes to the financial statements,

In our opinion, based upon our examination and the report of the other auditors
and subject to the effect, if any, upon the investment in Blue Chip Stamps
resulting from the ultimate outcome of the legal proceedings referred to in the
preceding paragraph, the aforementioned financial statements present fairly the
consolidated firancial position of Diversified Retailing Company, Inc. and
subsidiaries at January 31, 1976 and the results of their operations and the
changes in their financial position for the year then ended, and the financial
position of Diversified Retailing Company, Inc. (parent Company only) at
January 31, 1976 and the results of its operations and changes in its financial
position for the year then ended, all in conformity with generally accepted
accounting principles applied on a basis consistent with that of the preceding
year, except for the change, with which we conecur, in the valuation of marketable
equity securities, as des¢ribed in note 1 of notes to financial statements; and
the supporting schedules, for the year ended January 31, 1976, in our opinion,
subject to the effect of the matter discussed in the preceding paragraph,
present fairly the information set forth therein.

PEAT, MARWICK, MITCHELL & CO,

/u); Aursah, /”""{"I‘“{/“’C‘"i

Omaha, Nebraska
April 15, 1976




ERNST & ERNST

OMNE NORTH CHARLLS

BALTIMORE, MARYLAND
21201

Board of Directors
Diversified Retailing Company, Inc. -
Baltimore, Maryland

We have examined the balance sheet of Diversified Retailing
Company, Inc. (parent company) as of February 1, 1975, and the related
statements of earnings, retained earnings and changes in financial
position for the year then ended and the consolidated balance sheet of
Diversified Retailing Company, Inc. and subsidiaries as of February 1,
1975, and the relatad consolidated statements of earnings, retained
earnings and changes in financial position for the year then ended and
the related schedules listed in the accompanying index for the year
ended February 1, 1975, Our examination was made in accordance with
generally accepted auditing standards and, accordingly, included such
tests of the accounting records and such other auditing procedures as
‘we considered necessary in the circumstances. The consolidated financial
statements include the equity in earnings of certain affiliated companies.
The financial statements of these companies used as the basis of recording
such equity in earnings and those of the consolidated insurance subsidiary
were examined by other auditors whose reports were furnished to us. The
consolidated financial statements of Columbia Insurance Company, the
insurance subsidiary, reflect total assets and net earnings constituting
362 and 15% in 1975, respectively, of the related consolidated totals.
Our opinion expressed herein, insofar as it relates to the amounts
included for the consolidated insurance subsidiary and to the amount of
income included for those affiliated companies for the year ended
February 1, 1975, is based solely on the reports of other auditors.

The report of the other auditors on the financial statements of
Blue Chip Stamps (Blue Chip), an affiliated company, is qualified with
respect to the resolution of pending legal proceedings referred to in the
footnotes to the financial statements of Blue Chip, which statements are
included as Exhibit C to this annual report on Form 10-K. The investment
in Blue Chip is carried at cost plus equity in undistributed earnings,
which at February 1, 1975 aggregated $13,249,000.

In our opinion, based upon -our examination and the aforementioned
reports of other auditors and subject to the effect, if any, on the
financial statements resulting from the ultimate outcome of the legal
proceedings referred to in the preceding paragraph, the financial
statements referred to above present fairly the financial position of
Diversified Retailing Company, Inc. (parent company) and the consclidated
financial position of Diversified Retailing Company, Inc. and subsidiaries
at February 1, 1975, and the respective results of their operations and
changes in their financial position for the year then ended, in conformity
with generally accepted accounting principles applied on a consistent
basis, after restatement for the changes, with which we concur, in the
method of accounting for the investment in the insurance subsidiary as
described in Note 1 to the consolidated financial statements, and in the
terms used to express changes in financial position from working capital
to cash as shown in both the parent company and consolidated financial
statements. Further, it is our opinion that Schedules III {subject to
the effect of the aforementioned legal proceedings), and XVI referred to
above for the year ended February 1, 1975 present fairly the information
set forth therein in compliance with the applicable accounting regulations

of the Securities and Exchange Commission.
Eomt st

ERNST & ERNST

Baltimore, Maryland
April 28, 1975




DIVERSIFIED RETAILING COMPANY, INC, AND SUBSIDIARIES

Consolidated Balance Sheets

February 1, 1975 and January 31, 1976

Assets

Cash

U. S. Treasury bills, at cost which
approximates market

Accounts receivable (note 2)

Merchandise inventories

Investments, other than affiliates (notes 3 and 4):
Bonds, at amortized cost
Common stocks, at cost, 1975; market, 1976
Total investments, other than
affiliates

Investments in affiliates (notes 6, 7 and 9)
(Schedule III):

Berkshire Hathaway Inc.
Blue Chip Stamps

Total investments in affiliates

Property and equipment, at cost less allowance
for depreciation and amortization of
$507,070 in 1975 and $539,328 in 1976 (note 8)

Other assets

Liabilities and Stockholders' Equity

Losses and loss adjustment expenses
Unearned insurance premiums
Accounts payable and accruals
Salaries, wages and bonuses

Taxes other than income taxes

Income taxes (note 10):
Current
Deferred

Notes payable to banks (note 9)
8% debentures due 1985 (note 9)
9% notes payable (note 9)

Other liabilities

Total liabilities

Stockholders' equity (notes 9 and 11):
Common stock of $.0003 par value. Authorized
3,333,333-1/3 shares; issued 1,000,000 shares
Additional paid-in capital
Net unrealized loss on marketable equity
securities
Retained earnings

Total stockholders' equity

Commitments and contingent liabilities
{notes 12, 13 and 16)

See accompanying notes to financial statements.
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1975 1976

§ 4,462,878 4,018,061
1,806,006 2,421,690
901,630 470,941
4,220,012 4,739,021
1,788,450 2,199,877
1,221,755 533,833
3,010,205 2,733,710
10,184,776 12,641,809
13,249,060 13,264,615
23,433,836 25,906,424
925,198 929,696
709,156 744,526
39,468,919 41,964,069
3,730,000 4,019,020
1,224,835 1,116,749
2,057,703 2,433,881
145,524 127,796
288,080 313,946
419,304 445,203
522,129 698,245

- 350,000
6,600,000 6,600,000
1,239,154 1,372,709
496, 404 512,890
16,723,133 17,990,439
300 300
5,999,700 5,999,700
- (839,303)
16,745,786 18,812,933
22,745,786 23,973,630
$ 39,468,919 41,964,069




DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES
Consolidated Statements of Earnings and Retained Earnings

Years ended February 1, 1975 and January 31, 1976

Net sales (including leased department sales of
$948,151, 1975; $1,063,197, 1976)
Cost of goods sold
Gross profit

Insurance underwriting (loss)

Interest and dividend income
Other income

Selling, general and administrative expenses
Interest and financing costs

Earnings before income taxes,

equity in earnings of affiliates,

realized securities gains and
losses and extraordinary item

Income taxes (note 10)

Earnings before equity in
earnings of affiliates,
realized securities gains
and losses and extraordinary
item

Equity in earnings of affiliates (notes 6 and 7):
Berkshire Hathaway Inc.
Blue Chip Stamps

Earnings before realized
securities gains and losses
and extraordinary item
Realized gains (losses) on sales of securities,
net of taxes (credit) in 1975 of ($89,894)
and in 1976 of $2,017
Earnings before extraordinary item

Extraordinary item (note 14)
Net earnings

Retained earnings at beginning of year

Retained earnings at end of year

Earnings per share:

Earnings before equity in earnings of affiliates,

realized securities gains (losses) and
extraordinary item
Equity in earnings of affiliates
Realized securities gains (losses)
Extraordinary item

Net earnings

See accompanying notes to financial statements.
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1975

-

$ 34,924,966

21,828,566

1976

36,144,691
22,267,010

13,096,400

(374,221)
414,000
196,519

13,877,681

(581,874)
445,177
220,770

13,332,698

13,961,754

11,946,426
676,758

12,254,693
714,304

12,623,184

12,968,997

709,514

306,796

992,757

488,969

402,718

722,671
859,011

503,788

637,118
921,531

1,581,682

1,558,649

1,984,400

(209,754)

2,062,437

4,710

1,774,646

68,391

2,067,147

1,843,037

14,902,749

2,067,147

16,745,786

$ 16,745,786

18,812,933

.50

01
2.07




DIVERSIFIED RETAILING COMPANY, INC., AND SUBSIDIARIES
Consolidated Statements of Changes in Financial Position

Years ended February 1, 1975 and January 31, 1976

Funds provided:
From operations:
Net earnings before extraordinary item $ 1,774,646 2,067,147
Charges (credits) to earnings not requiring
(providing) funds:
Equity in current earnings of affiliates,
net of deferred taxes (1,581,682) (1,558,649)
Dividends received from affiliates, net
current taxes 187,506 187,508
Increase in unpald losses and loss '
adjustment expenses 1,124,859 289,020
Increase (decrease) in unearned insurance
premiums 158,409 (108,086)
Increase in accounts payable and accrued
expenses 1,315,345 384,316
Depreciation and amortization of fixed assets 125,659 120,992
Provision for (reversal of) anticipated
losses on common stocks, net of $90,000
deferred tax benefit 210,000 (210,000
Loss (gain) on sale of investments (352) 293,273
Decrease (increase) in inventories 93,430 (519,009)
Decrease (inccrease) in accounts receivable (20,489) 430,689
Increase (decrease) in income taxes currently
payable (1,148) 25,899
Increase (decrease) in other liabilities 60,446 16,486
Amortization of excess of carrying amounts of
net assets of consolidated subsidiaries over
acquisition costs (106,875) (106,980)
All other 2,963 (3,342)
Funds provided from operations,
excguding extraordinary item 3,342,717 1,309,264

Extraordinary item 68,391 -
Funds provided from operations 3,411,108 1,309,264

Decrease in cash - 444,817
Proceeds from sale of investments:
Bonds - 203,887
Common stocks a0,286 659,364
Increase in notes payable to bank - 350,000
Proceeds from issuance of 97 notes - 163,786

$ 3,441,39% 3,131,118

Funds used:
Investment in Berkshire Hathaway Inc. -
Purchase of insurance subsidiary 497,800
Other investments:
Bonds 191,055 588,269
Common stocks 15,000 -
Additions to property, plant and equipment, net 129,263 125,490
Debt repayment ) 3,731 30,231
Increase in treasury bills 1,143,415 615,686
Increase in cash 1,461,130 -

$ 3,441,394 3,131,118

1,771,442

See accompanying notes to financial statements,
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DIVERSIFIED RETAILING COMPANY, INC,
(Parent Company Only)

Balance Sheets

beruary 1, 1975 and January 31, 1976

Assets 1975 1976
Cash $ 7,336 49,718
Note receivable from subsidiary 6,600,000 6,600,000
Investment in subsidiary {note 5) (Schedule III) 22,025,026 18,141,285
Investment in affiliated company (note 6)
(Schedule III) 2,250,819 7,886,196
Unamortized cost of long-term financing 302,868 274,666
$ 31,186,049 32,951,865
Liabilities and Stockholders' Equity
Accrued interest and other expenses $ 180,691 177,232
Due to subsidiary 50,959 152,524
Deferred income taxes 74,404 161,845
Note payable to bank (note 9) - 350,000
8% debentures (note 9) 6,600,000 6,600,000
9% notes payable (note 9) 1,239,154 1,372,709
Unamortized excess of carrying amount of net
assets of subsidiary over acquisition cost 295,055 163,925
Stockholders' equity (notes 9 and 11):
Common stock of $.0003 par value. Authorized
3,333,333-1/3 shares; issued 1,000,000 shares 300 300
Additional paid-in capital 5,999,700 5,999,700
Net unrealized loss on marketable equity
securities - (8392,303)
Retained earnings 16,745,786 18,812,933
Total stockholders' equity 22,745,786 23,973,630
$ 31,186,049

32,951,865

See accompanying notes to financial statements.
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DIVERSIFIED RETAILING COMPANY, INC.
(Parent Company Only)

Statements of Earnings and Retained Earnings

-

Years ended February 1, 1975 and January 31, 1976

1975 1976
Interest income ] 528,000 528,000
Amortization of excess of net assets of
subsidiary over acquisition cost 131,130 _ 131,130
659,130 659,130
Expenses:
General and administrative 55,618 29,127
Interest and financing costs 667,810 676,565
723,428 705,692
Loss before income taxes and equity
in net earnings of subsidiary (64,298) (46,562)
and affiliated company
Income tax credit 97,156 88,846
Earnings before equity in net
earnings of subsidiary and 32,858 42,284
affiliated company
Equity in net earnings of subsidiary (note 5) 1,630,378 1,744,319
Equity in net earnings of affiliated campany
(votes 6 and 7) 179,801 280,544
Net earnings 1,843,037 2,067,147
Retained earnings at beginning of year 14,902,749 16,745,786
Retained earnings at end of year $ 16,745,786 18,812,933
Earnings per share:
Earnings before equity in net earnings of
subsidiary and affiliated company $ .03 .04
Equity in net earnings of subsidiary 1.63 1.75
Equity in net earnings of affiliated company .18 .28
Net earnings $ 1.84 2.07

See accompanying notes to financial statements.
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DIVERSIFIED RETAILING COMPANY, INC,
(Parent Company Only)

Statements of Changes in Financial Position

Years ended February 1, 1975 and January 31, 1976

1975

Funds provided:
From operations:
Net earnings $ 1,843,037 2,067,147
Charges (credits) to earnings not requiring
(providing) funds:
Increase (decrease) in accrued expenses 988 (3,459)
Amortization of excess of carrying amounts
of net assets of subsidiary over
acquisition cost (131,130) (131,130)
Amortization of long-term financing costs 28,203 28,202
Equity in undistributed net earnings of
subsidiary (1,630,378}  (1,744,319)
Equity in undistributed net earnings of
Berkshire liathaway Inc. (179,801) (280, 544)

Funds provided from (used _
in) operations (69,081) (64,103)

Proceeds from borrowings 513,786

Net advances from subsidiary 4,844 101,565
4,788,757

Dividend from subsidiary -
Decrease in cash 67,968

3,731 5,340,005

Funds used:
Investment in affiliated company - 5,267,392
Increase in cash - 42,382
Repayment of debt 3,731 30,231

3,731 5,340,005

See accompanying notes to financial statements.




DIVERSIFIED RETAILING COMPANY, INC., AND SUBSIDIARIES
AND
-’ DIVERSIFIED REYTAILING COMFANY, INC.
(Parent Company Only)
Notes to Financial Statements

February 1,.1975 and January 31, 1976

(1) Summary of Significant Accounting Policies

{(a) Principles of Consolidation

Diversified Retailing Company, Inc. (the Company) is a holding company and
has no operations. The consolidated financial statements include the
accounts of the Company and its wholly-owned subsidiary, Associated
Retail Stores, Inc. ("Associated") and Columbia Insurance Company
7 volumbia™), wholly-owned by Associated. All significant intercompany
accounts and transactions have been eliminated in consolidation.

Separate financial statements of the parent Company have been included
herein. This presentation differs from that used in financial statements
issued prior to fiscal 1975 by the Company, in which Associated's investment
in Columbia was carried on the equity basis. Because of the nature of the
insurance assets and liabilities now consolidated, the accompanying
consolidated balance sheets no longer distinguish between current and
noncurrent assets and liabilities.

(b) Investment in Subsidiary

The investment in Associated is accounted for under the equity method in
the parent Company only financial statements. At the date of acquisition
of Associated by the Company, the carrying amount of the net assets
was in excess of the investment. Such excess amounted to $1,311,309 and

_ is being amortized to income over a ten-year period. The unamortized

. balance of $295,055 at February 1, 1975 and $163,925 at January 31, 1976

is included in ccner liabilities in the consolidated balance sheets.

(c) Investment in Affiliated Companies

The Company and its subsidiaries hold common stock investments in Berkshire
Hathaway Inc. and Blue Chip Stamps and account for such investments by use
of the equity method. Deferred income taxes are provided for with respect
to undistributed earnings under the assumption that such earnings will
ultimately be distributed as taxable dividends.

For the year ended Januarv 31, 1976, the Company and its subsidiaries have
reflected a direct charge to stockholders' equity which represents their
share of the unrealized loss that existed at February 28, 1976 in the
marketable equity securities owned by an affiliate. The change in
accounting method was made pursuant to the dictates of Statement of
Financial Accounting Standards No. 12. No tax effect has been recognized

- with respect to this unrealized loss.

Blue Chip Stamps determines income on the basis of a fiscal year ending

- on or about February 28; the Company has not recognized this difference
in its annual accounting for its equity in earnings of Blue Chip Stamps,
having recorded its equity in earnings of Blue Chip's year ending with
respect to February 28, in its year ending with respect to the preceding
January 31.

{d) Investments, Other Than Investments in Affiliated Companies

These investments represent those of insurance subsidiaries.

(Continued)
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES
AND
DIVERSIFIED RETAILING COMPANY, INC,.
{Parent Company Only)

Notes to Financial Statements

Investments in bonds are stated at amortized cost. The aggregate market
value of bonds has not been determined but, at both February 1,
1975 and January 31, 1976, would be less than cost. No provision has
been made for possible losses on bonds since the subsidiaries generally
intend to hold bonds to maturity and do not expect to realize any
significant losses upon their disposition.

Investments in common stocks are stated at cost less a valuation allowance
for anticipated losses, at February 1, 1975, and at the lower of aggre-
gate cost or market value at January 31, 1976. This change in accounting
method was made pursuant to the dictates of Statement of Financial
Accounting Standards No. 12. The reduction from cost to market value is
reflected as a direct charge to stockholders' equity. No tax effect has
been recognized with respect to this unrealized loss.

Merchandise Inventories

Inventories are priced at the lower of cost or market by use of the retail
inventory method except as to warehouse inventories where cost is
determined by the first-in, first-out method.

Property and Equipment

Property and equipment represents that of the retailing subsidiaries.
Expenditures for maintenance, repairs, renewals and betterments which
represent improvements are capitalized; other such items are charged to
current operations. At the time assets are retired or otherwise disposed
of, the cost and related allowance for depreciation are eliminated from
the asset and allowance accounts and any profit or loss on disposition is
reflected in current operations. When assets become fully depreciated,
the cost and related allowance for depreciation are written off.

Depreciation for both financial accounting and income tax purposes is
based on the 1507% declining balance method as to buildings and on the
straight-line method for substantially all other property and equipment.

Financing Costs

Certain costs incurred in connection with the issuance by the Company of
its 8% debentures have been capitalized and arée being ratably amortized
over the stipulated life of the debentures. Unamortized financing costs
included in other assets in the consolidated balance sheets at
February 1, 1975 and January 31, 1976 were $302,868 and $274,666,
respectively. .

Losses and Loss Adjustment Expenses of
Consplidated Insurance Subsidiaries

The provision for losses and loss adjustment expenses is based upon past
experience and estimates received relating to assumed reinsurance and
estimates of unreported losses.

Insurance Premiums

Insurance premiums are recognized as earned ratably over the terms of the
policies. Unearned premiums are computed on a monthly pro rata basis.
Policy acquisition costs or commissions are deferred when considered
recoverable and charged against income ratably over the terms of the
policies for purposes of determining consolidated vesults of the Company
and its subsidiaries.

{Continued)
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(}) Federal Income Taxes

The Company and its subsidiaries file a consolidated Federal income tax
return. Insurance subsidiaries account for certain items of income and
expense differently for fimancial reporting purposes than for income tax
reporting purposes. Provisions are made for deferred taxes im recognition
of these timing differences.

The investment tax credit (not material) is accounted for as a reduction
of Federal income taxes in the year in which the credit arises.

(2) Accounts Receivable

Accounts receivable consisted of the following:

Feb. 1,1975 Jan.31,1976

Layaway accounts and other

receivables of retailing

operations $ 258,528 241,733
Uncollected premiums, net of

commissions payable, of

insurance operations 581,865 185,910
Reinsurance recoverable on

loss payments 26,241

Investment income due and accrued 34,996 43,298
$ 901,630 470,941

(3) Securities Deposited With Others

Insurance subsidiaries had deposited the following securities in trust with
regulatory authorities or with ceding reinsurers in accordance with
reinsurance treaties:

Dec.31,1974 Dec.31,1975

Bonds, at amortized cost $ 1,065,551 973,050
Stocks, including those of
affiliates, at cost 2,041,042 3,079,663

(4) Investments in Common Stocks of Unaffiliated Companies

At December 31, 1974, Columbia recognized as a realized loss a $300,000
provision for estimated losses on common stocks of unaffiliated companies.
The investment in such stocks is reported at cost less the allowance for
anticipated losses at that date and at market value at December 31, 1975.
The investment in common stocks of unaffiliated companies and the related
market values are as follows:
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(4), Continued
1974 1975

Cost $ 1,521,755 563,136
Less allowance for anticipated

losses 300,000 -
Less net unrealized loss - 29,303

Carrying value $ 1,221,755 533,833

Approximate market value $ 849,700 533,833

At December 31, 1975 gross unrealized gains were $6,376 and gross unrealized
losses were $35,679. A net realized gain of $6,727 (before applicable
income taxes) on the sale of securities was included in the determination
of net earnings for 1975.

(5) Investment in Subsidiary

The carrying value of the investment in common stock of Associated represents
the cost plus equity in undistributed earnings since date of acquisition,.
This investment is summarized as follows:

Feb. 1,1975 Jan.31,1976

Underlying net asset values at date

of acquisition $ 7,417,659 7,417,659
Additional capital contribution 11,139,732 11,139,732
Equity in post-acquisition undistributed

earnings 3,467,635 423,197
Excess of cost over market value of

subsidiary and affiliate's

marketable equity securities

applicable to the Company's equity

interest - {839, 303)

Carrying value $ 22,025,026 18,141,285

(6) Investment in Berkshire Hathaway Inc.

The carrying value of the investment in common stock of Berkshire Hathaway
Inc. (Berkshire) represents the cost plus the equity in earnings since
dates of acquisition, adjusted for amortization on a forty year basis of
the excess cost over underlying net asset values at dates of acquisition,
This is summarized as follows:
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(6), Continued

Feb. 1,1975 Jan.31,1976

Shares owned 109,551 147,615

Percentage of total outstanding shares 11% 15%
Cost represented by:
Underlying net asset values at dates
of acquisition $ 6,299,019 9,738,578
Excess cost (excess book value), net
of amortization of $4,713 at
February 1, 1975 and ($7,612) at
January 31, 1976 328,061  (1,327,461)
6,627,080 8,411,117
Equity in post-acquisition earnings 3,557,696 4,230,692
Carrying value $ 10,184,776 12,641,809

Deferred income taxes of approximately $255,000 at February 1, 1975 and $304,000
at January 31, 1976 have been provided with respect to the equity in post-

acquisition earnings, assuming their ultimate distribution as a taxable
dividend.

In November 1975 Associated paid a dividend to the Company in the form of
its investment in the common stock of Berkshire. The amount of the dividend
was $4,788,757 and represented Associated's carrying value at that date.
The Company's investment in Berkshire is summarized as follows:

Feb. 1,1975 Jan.31,1976

Shares owned 26,392 98,909

Percentage of total ocutstanding shares % 10%

Cost represented by:
Underlying net asset values at dates of
acquisition $ 1,334,026 7,069,566
Excess cost (excess book value), net of
amortization of ($18,237) at
February 1, 1975 and ($18,211) at
January 31, 1976 (129,941) (1,444,631)
1,204,085 5,624,935
Equity in post-acquisition earnings 1,046,734 2,261,261
Carrying value ~ $ 2,250,819 7,886,196

Deferred income taxes of approximately $74,000 at February 1, 1975 and $162,000
at January 31, 1976 have been provided with respect to the equity in post-
acquisition earnings.

Financial statements of Berkshire are included elsewhere herein.

(Continued)
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(7) Investment in Blue Chip Stamps

The carrying value of the investment in Blue Chip Stamps (Blue Chip) represents
the cost, less amortization of the net excess of cost over equity in net
assets at dates of acquisition, plus equity in undistributed earnings.
Deferred taxes of $290,000 at February 1, 1975 and $382,000 at January 31,
1976 have been provided with respect to the equity in undistributed earnings,
assuming their ultimate distribution as a taxable dividend. The investment
in Blue Chip is summarized as follows:

Feb, 1,1975 Jan.31,1976

Shares owned 841,900 841,900
Percentage of total outstanding shares 16% 16%

Cost represented by:
Underlying net asset values at dates
of acquisition $ 6,988,300 6,988,300
Net excess cost, less amortization of
$1,068,500 at February 1, 1975 and
$1,514,214 at January 31, 1976 2,228,571 1,782,857
9,216,871 8,771,157

Equity in post-acquisition undistributed

earnings 4,032,189 5,303,458
Excess of cost over market value of Blue

Chip Stamps' marketable equity securi-

ties at February 28, 1976 applicable

to the Company's equity interest - (810,000)

Carrying value $ 13,249,060 13,264,615

The excess of cost over equity in net assets is being amortized over seven
years from the beginning of 1974. Amortization was $445,714 for 1975 and
1976, Dividends from Blue Chip were $202,056 in each of the fiscal years
ended February 1, 1975 and January 31, 1976.

In addition to the shares of Blue Chip owned by the Company and its subsidiaries,
Berkshire owned approximately 26% of the outstanding shares at both dates and
Warren E. Buffett, Chairman of the Board, and his wife owned 13% of Blue
Chip's shares at both dates. Financial statements of Blue Chip and Wesco
Financial Corporation, a 64% owned subsidiary of Blue Chip, are included
elsewhere herein. The accountants' report on Blue Chip's financial state-
ments was given subject to the effect, if any, of certain legal proceedings
and the financial statements include the following note (the "Company"
refers to Blue Chip Stamps):

"Pursuant to an antitrust action filed by the Federal
Government a consent final judgment was entered in 1967
providing for, among other things, a plan to offer for sale
one-third of the Company's California trading stamp business
located within a contiguous geographical area in Southern
California, That portion of the judgment has been suspended
indefinitely by stipulation and court order signed in March
1976.

(Continued)
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The Company is a defendant in a purported class action
filed March 1, 1971 to recover for stamp savers monies
collected by it as reimbursement for California sales
taxes on redemption of stamps. Plaintiffs claim that
redemption transactions are not taxable and that all such
collections should be returned or, alternatively, that
such collections exceeded the tax properly payable and
such excess should be returned. The Company has paid
sales taxes to the state equal to its reimbursement
collections. The Company has asserted claims against the
state for reimbursement of all or part of any recovery by
plaintiffs, Following denial of these claims by the state,
the Company cross-complained against the state seeking
indemnity. The original class action complaint against
the Company was amended to assert fraud and to seek punitive
damages. On June 1, 1973 two partial summary judgments were
entered by way of interlocutory orders, neither of which has
yet become final. The first was in favor of the Company to
the effect that the redemption transactions were taxable.
The second was in favor of plaintiffs to the effect that the
Company's collections exceeded the tax properly payable. In
the opinion of counsel for the Company, the second partial
summary judgment was erroneous. The class action complaint
was also amended effective September 19, 1974 to assert, in
substance, that the Company's predecessor had engaged in similar
conduct from 1961 until its merger into the Company in 1968,
and that the Company must respond in respect of the alleged
liability of its predecessor to plaintiffs and the persons
they purport to represent for overreimbursement of sales taxes.
On October 24, 1975 the California Supreme Court granted the
petition of Blue Chip Stamps for an alternative writ of
mandate to determine (1) whether the trial court properly
certified the action as a class action and set it for trial
without any notice to members of the purported class and (2)
whether or not an order for partial summary judgment
previously entered was erroneous. Proceedings in the trial
court are stayed pending final determination of the mandate
proceedings in the California Supreme Court. Issues
relating to the class acticu aspects of the case remain

unresolved along with a number of issues of fact.
Maximum liability in respect of this action as amended
may be as high as $17,000,000 less the amount of any
money which may be recovered on the claims against the
state. Counsel believes the prospects for some such
recovery to be good. In the opinion of counsel for the
Company, substantial defenses are available, but counsel
cannot predict the ultimate outcome of the action.

A purported class action was filed under Federal securities
laws on November 10, 1970 against the Company and certain of
its present and former stockholders and directors, on behalf
of retailer users of Blue Chip Stamps who failed to purchase
securities of the Company in a 1968 offering to retailer
users. The complaint alleged damages to plaintiffs of
$21,400,000, together with exemplary damages of $25,000,000,
interest, attorneys' fees and costs, and prayed that
plaintiffs have the right to purchase securities of the
Company on the terms of the 1968 offering. After hearings

(Continued)
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in the United States District Court and the United States
Court of Appeals for the Ninth Circuit, the Supreme Court

of the United States in a decision rendered on June 9, 1975
held that the purported class did not have standing to

bring such an action. Accordingly, the Federal action is
concluded. On June 5, 1974 the Company was served with a
complaint in a substantially identical action based on
California corporate and common law filed in Los Angeles
County Superior Court on June 21, 1971. Although

plaintiffs are pursuing the state court action, in the
opinion of counsel for the Company, upon the facts now known,
the present state of the law and the decision of the Supreme
Court in the Federal action, there appear to be substantial
defenses on the merits."

(8) Propertv and Equipment

Property and equipment are comprised of the following:

Feb. 1,1975 Jan.31,1976

Land $ 231,715 231,715
Buildings 239,997 239,998
Building improvements 183,538 200,336
Leasehold improvements 194,312 231,225

Furniture, fixtures and
equipment 582,706 565,750
1,432,268 1,469,024

Less allowances for depreciation
and amortization 507,070 539,328

$ 925,198 929,696

Generally, the estimated useful lives used for computing depreciation range
from 20 to 33 years for buildings, 4 to 14 years for furniture, fixtures
and equipment and the life of the lease for leasehold improvements.

{9) Debt

Under a line of credit arrangement for short-term debt, Associated may
borrow up to $4,000,000 on such terms as it and the bank may mutually
agree upon. The line of credit can be withdrawn at the bank's option.
There were no compensating balance arrangements under the line of
credit nor any outstanding borrowings at any month end during the two
years ended January 31, 1976,

(Continued)
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In November 1975 the Company entered into a line of credit arrangement with
the Maryland National Bank for short-term debt under which arrangement
the Company could borrow up to $750,000 on such terms as the Company and
the bank mutually agreed upon., There were outstanding borrowings under
this arrangement of $250,000 at December 31, 1975 and $350,000 at
January 31, 1976. Subsequent to that date borrowings under the arrange-
ment increased to $650,000 with the latter amount refunded, and this
credit arrangement replaced, by a bank term loan. See note 16. The
average interest rate was 8.37% for borrowings under this line of credit
during the year ended January 31, 1976. There were no compensating
balance arrangements supporting the line; shares of Berkshire Hathaway
Inc. were pledged as collateral for borrowings thereunder.

8% Debenturaes

The debentures were issued under a trust indenture dated November 1, 1967,
under which the aggregate principal amount which may be issued is
unlimited, the debentures are not secured by any lien, and there are no
restrictions against secured or unsecured borrowings of the Company. They
bear interest at a fixed annual rate of 8% payable semiannually and bear
participating additional interest each year up to a maximum of 1% contin-
gent upon the amount of adjusted consolidated earnings before income
taxes, as defined, for the previous fiscal year. No contingent interest
was payable under these provisions during the last two fiscal years,

The debentures are subject to redemption at the option of the Company at
104% of par plus accrued interest to October 31, 1976 and thereafter at
percentages reducing to 100% at November 1, 1983, The debentures are also
contingently subject to redemption at par plus accrued interest through
operation of a sinking fund. If the adjusted consolidated net worth, as
defined, of the Company is less than $12 million, sinking fund payments
are generally required. No such contingent sinking fund payments have
been required and none appear imminent.

The debentures are further subject to redemption at the option of each
debenture holder, exercisable within 60 days following notice that, other
than by reason of the death of Warren E. Buffett, said Warren E. Buffett
or an organization controlled by him; shall cease to own in combined
holdings a larger block of shares with voting rights of the Company than
any other stockholder, or combination of stockholders, controlled by a
single individual.

The articles of incorporation of the Company provide that if and as long
as an event of default exists or the adjusted consolidated net worth of
the Company is less than $8,000,000, and either condition continues for a
period of thirty days, then the holders of the debentures, to the exclusion
of the holders of the Company's stock, shall be entitled to vote (i)} to
elect directors of the Company, and (i1} to approve the sale, lease or
other disposition of all or substantially all of the assets of the Company
and distribution of the proceeds thereof to the extent necessary to pay all
sums due debenturs holders and other creditors. No amendment to such
provisions shall be made as long as any debentures are outstanding without
the written approval of the holders of two-thirds in principal amount of

{(Continued)
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the debentures then outstanding. If there are such voting rights, each
holder of the debentures will have one vote for each $1,000 principal
amount of debentures.

The trust indénture covering the debentures contains certain restrictions
applicable to the Company relating to net worth, redemption of stock and
payment of dividends. Retained earnings of approximately $1,303,000 were
subject to such restrictions at January 31, 1976.

9% Notes Pavable

The notes payable represent purchase obligations for shares of Berkshire
Hathaway Inc. acquired at various dates. These notes become due at varying
dates through January 4, 1988 and bear interest at 9% per year, payable
semiannually. The notes are also due on the respective payees' demand
on or after the expiration of twelve months following the date of death
of Warren E. Buffett.

Principal payments due on these notes are summarized by fiscal year as follows:

. 1977 $ 83,231
. 1978 through 1980 3,731
. 1981 28,731
1982 357,969
1983 571,299
1986 165,286
1987 26,500
1988 128,500

(10) Income Taxes

Total income tax expense for the years ended February 1, 1975 and January 31,
1976 is summarized as follows:

Year ended
Eeb. 1,1975 Jan.31,1976

Income taxes applicable to:

Operating earnings § 306,796 488,969
_ Equity in earnings of Berkshire
S Hathaway Inc. 56,712 48,473
Equity in earnings of Blue Chip
Stamps 101,248 106,080
-~ Realized gain (loss) on sales of
securities (89,894) 2,017
Extraordinary gain 36,000 -
Total income tax expense $ 410,862 645,539

(Continued)
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Year ended

Feb, 1,1975 Jan, 31,1976

Current taxes applicable to:
Operating earnings $ 309,196
Distributed earnings of Blue Chip Stamps 14,548
Realized investment gain (loss) 106
Extraordinary gain

Total current

542,859
14,548
(87,983)

36,000 -

359,850

469,424

Deferred taxes applicable to:

Equity in undistributed earnings of:
Berkshire Hathaway Inc,
Blue Chip Stamps

Accreted discount on bonds

Credit for tax effect of reduction
in insurance companies' deferred
acquisition costs

Reversal of (provision for) antici-
pated loss on sale of investment
securities

56,712
86,700
1,900

48,473
91,532
9,950

(4,300) (63,840)

(90,000)

51,012
$ 410,862

_90,000

176,115
645,539

Total deferred

The above figures represent:
State and local income taxes
Federal income taxes

174,000
236,862
$ 410,862

226,150
419,389

645,539

Federal income taxes computed at the statutory 48% rate applied to income
before taxes are reconciled to the Federal income tax expense figures
reflected above as follows:

Year ended
Feb. 1,1975 Jan.31,19756

Federal income taxes at statutory rate
Tax differences relating to:
Dividends received credits, including
credits applied to equity in earnings
of Berkshire Hathaway Inc. and Blue
Chip Stamps
Amortization of differences between cost
and underlying net assets of subsidiaries
and investees (not deductible for tax

$ 1,082,000 1,302,000

(918,000) (896,000)

purposes)
Capital gain or loss rate differential
State and local taxes, net of Federal
tax benefit
Tax-exempt interest income
All other

167,000
31,000

90,000

(39,000)
(2,138)

157,000
(1,000)

118,000
(48,000)
13,539

410,862

645,539

{Continued)
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(11) Stockholders' Equity

There were no changes in the capital stock and additional paid-in capital
accounts during the two years ended January 31, 1976.

At January 31, 1976 consolidated retained earnings included $7,342,284
representing undistributed earnings of affiliated companies (net of income
tax provisions) as follows: Berkshire Hathaway -~ $3,934,908; Blue Chip -
$3,407,376.

At January 31, 1976, the parent Company's retained earnings included $423,197
representing undistributed earnings of Associated and $1,271,111 represent-
ing undistributed earnings of Berkshire Hathaway Inc.

{12) Leases

Associated and its retailing subsidiaries lease 67 stores, warehouse
facilities and New York offices, under leases expiring at wvarious dates
through 1988. The leases require minimum annual rentals plus, under the
texms of certain leases, additional payments for taxes, other expenses

- and percentage rentals. Total rental expense on such facilities for the
fiscal years ended February 1, 1975 and January 31, 1976 was approximately
$1,788,000 and $1,782,000, respectively, including contingent rentals of
approximately $213,000 and $287,000, respectively.

The present value of noncapitalized financing leases is not material.
Likewise, the impact on net income if such leases had been capitalized
would not be material.

Minimum annual rental obligations under the existing real estate leases
were as follows:

Fiscal year ending 1977 $ 1,317,000

Fiscal year ending 1978 1,118,000

Fiscal year ending 1977 930,000

Fiscal year ending 1980 819,000

Fiscal year ending 1981 731,000

- Fiscal years ending 1982-1986 2,115,000
Fiscal years ending 1987-1988 33,000

|- Total $ 7,063,000

(13) Pension Plan

Associated has a noncontributory trusteed pension plan covering eligible
full-time employees. The total pension expense for the fiscal years ended
February 1, 1975 and January 31, 1976 was $73,000 and $7,800, respectively,
The expense for 1975 included normal cost and amortization of past service
liability over a thirty year period. The expense for 1976 relates only to
interest since the provisions and certain assumptions of the plan were in
the process of being revised. Management believes the effect of the
revisions will be a relative reduction in normal cost of the plan. The
unfunded past service liability at February 1, 1975 (date of last
valuation) was approximately $100,000.

(Continued)
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(14) Extraordinary Items

In May 1973 Associated Retail Stores, Inc. received condemnation proceeds of
approximately $1,348,000 for certain real estate improvements which were
reflected on the books at $874,000, net of depreciation allowance. It was
estimated that an additional $135,000 would be realizad from this pro-
ceadirg; the latter amount was recognized in computing gain of $395,578
net of $213,000 income taxes, reflected as an extracrdinary item in the
statement of earnings for the year ended February 2, 1974, Proceeds over
and above the §135,008 =stimated as of February 2, 1974 were received in
connection with those properties in the current Ffiscal year, and an
additional gain of $68,391, net of $35,000 income taxes, is reflected as
an extraordinary item in the statement of earnings for the year ended
February 1, 1975.

(15) Supplemental Note - Inventories

Inventories used in the computation of cost of goods sold were as follows:

February 2, 1974
February 1, 1975
January 31, 1976

$ 4,313,442
4,220,012
4,739,021

(16) Commitment and Subsequent Event

In March and April 1976 the Company repurchased for cash 211,877 shares of
its outstanding capital stock for an aggregate purchase price of $§3,178,155.
Proceeds of a bank term loan, described in the succeeding paragraph, were
the source of funds used for the repurchase.

In March 1976, the Company arranged for a bank term loan of principal amount
of $4,000,000, fully drawn down in April of 1976, repayable in principal
installments of $1,000,000 on March 1, 1979 and March 1, 1980 and
$2,000,000 on March 1, 1981. Interest on this loan will fluctuate at
2% over the Maryland National Bank prime rate. This loan refunded $650,000

short-term borrowings from the bank and the loan agreement replaced the short-

term debt line of credit agreement disclosed in note 9 preceding.
Collateral pledged by the parent Company will include 98,900 shares or

more of Berkshire Hathaway Inc., 453,000 shares of Associated Retail Stores,
Inc. and a $6,600,000 promissory note of Associated to Diversified, due in
1985. Negative covenants supporting the loan preclude (1) additional long-
term borrowings by the Company or its subsidiaries, (2) additional pledge of
assets by the Company or its subsidiaries, (3) payment of dividends by the
Company, and (4) changes in the investment structure of the Company or its
subsidiaries particularly with reference to the 841,900 share holdings of
Blue Chip Stamps. An event of default against the 8% debentures due 1985
of the Company will constitute an event of default under this borrowing.
Further, the lending bank would consider it an event of default for
Diversified to be merged, sold or transferred in any way to any other
company not effectively contrulled by Warren Buffett.

(Continued)
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(17 Transactions With Affiliates

Columbia derives the major portion of its business through the assumption of
reinsurance contracts from imsurance subsidiaries of Berkshire Hathaway Inc.
The amounts included in the consolidated financial statements that relate
to such transactions are as follows:

1975 1976

Earned premiums $ 1,839,304 2,156,605

Unearned premiums 919,958 1,084,890
Incurred losses and loss _

adjustment expenses 1,433,643 1,734,849

Commissions 554,626 524,009

F-22




Name of issuer
and description
of issue

Year ended
February 1, 1975:

Affiliates:

Blue Chip
Stamps
common
stock

Berkshire
Hathaway
Inc.
common
stock

Year ended
January 31, 1976:

Affiliates:
Blue Chip
Stamps
common
stock

Berkshire
Hathaway
Inc.
common
stock

shares

DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES
Investment in Securities of Affiliates
Schedule IIT

Balance at
beginning of pericd
Number Amount

of in
gollars

Additions

Equity Deductions
taken up to

earnings

Other _ _
Description

Other
Description

Dividends Amount

Balance at
close of period
Number

of
shares

Amount

841,900 $ 12,490,857 960,259 202,056

109,551 9,405,391

$ 21,896,248

779,385
1,739,644

202,056

Equity in net

unrealized loss

on marketable
equity
securities

841,900 13,249,060 1,027,611 202,056 810,000

Acquisition
of 38,064

10,184,776 shares

$ 23,433,836

109,551 685,591

1,713,202

1,771,442
1,771,442

202,056 810,000

841,900 $ 13,249,060

109,551 10,184,776

23,433,836

841,900 13,264,615

147,615 12,641,809

25,906,424




DIVERSIFIED RETAILING COMPANY, INC,
(Parent Company Only)

Investment in Securities of Affiliates

7]
l

Name of issuey and
description of issue

Year ended February 1, 1975:
Associated Retail Stores,

Affiliate -
Berkshire Hathaway Inc.
stock

Year ended January 31, 1976:
Associdted Retail Stores,

Affiliate -
Berkshire Hathaway Inc.
staock

Balance at
beginning of period
Number Amount

of in
shares dollars

453,000 $ 20,394,648

Schedule IIT

Additions
Equity
taken up to
earnings

Other
Amount

1,630,378

26,392 § 2,057,355

193,463

453,000 § 22,025,026

1,744,319

26,392 $ 2,250,818

478,635 (3)
4,854,924 (4)

301,819 5,333,559

(1) Dividend consisting of stock in affiliate,
(2) Equity in net unrealized loss on marketable equity securities.

(3) Acquisition of 11,098 shares.
(4) Dividend from subsidiary.

Deductions

‘Balance at
close of period
Number

4,788,757 (1)

of

shares Amount

453,000 § 22,025,026

26,392 § 2,250,818

839,303 (2) 453,000 § 18,141,285

98,900 $ 7,886,196




DIVERSIFIED RETAILING COMPANY, INC., AND SUBSIDIARIES

Supplementary Income Statement Information

Schedule XV1

Charged
to costs
Item and expenses
Fiscal year ended February 1, 1975:
Maintenance and repairs $ 452,812
Taxes, other than income taxes:
Payroll taxes 485,893
Personal property and real estate 200,959
Other 141,461
Rents:
Real estate 1,787,789
Equipment 85,099
Fiscal year ended January 31, 1976:
Maintenance and repairs 526,557
Taxes, other than income taxes:
Payroll taxes 498,853
Pexrsonal property and real estate 244,588
Other 111,258
Rents:
Real estate 1,782,208
Equipment 75,456



PraT, MArwICK, MiTCHELL & CoO.

CERTIFIED PUBLIC ACCQUNTANTS

ACCOUNTANTS ' REPORT

The Board of Directors
Columbia Insurance Company:

We have examined the consolidated financial statements and related schedu’.s
of Columbia Insurance Company and consolidated subsidiary as listed in the
accompanying index. Our examination was made in accordance with generally
accepted auditing standards, and accordingly included such tests of the
accounting records and such other auditing procedures as we considered
necessary in the circumstances. We did not examine the financial state-
ments of Blue Chip Stamps, an affiliated company. The Company's investment
in Blue Chip Stamps at December 31, 1974 and 1975 was $3,871,969 and
$3,852,636, respectively, and its equity in earnings of Blue Chip Stamps
was $231,647 and $250,167 for the respective years then ended. The
financlal statements of Blue Chip Stamps were examined by other auditors
whose qualified report thereon has been furnished to us and our opinion
expressed herein, insofar as it relates to the amounts included for Blue
Chip Stamps, is based solely upon the report of the other auditors,

The report of the other auditors on the financial statements of Blue Chip
Stamps for the year ended February 28, 1976 was gqualified with respect to

the cutcome of certain legal preoceedings. These legal proceedings are
explained in note 7 of notes to the consolidated financial statements,

In our opinion, based upon ocur examination and the report of the other
auditors and subject to the effect, if any, upon the investment in Blue
Chip Stamps resulting from ths ultimate outcome of the legal proceedings
referred to in the preceding paragraph, the aforementioned consolidated
Einancial statements preceat fairly the financial position of Columbia
Insurance Company and consolidated subsidiary at December 31, 1974 and 1975
and the results of their operations and the changes in their tinancial
position for the years then ended, in conformity with generally accepted
accounting principles applied on a consistent basis except for the change,
with which we concur, in the valuation of marketable equity securities, as
described in note 1 of notes to consolidated financial statements; and

the supporting schedules, in our opinion, subject to the effect of the
matter discussed in the preceding paragraph, present fairly the information
set forth therein,

PEAT, MARWICK, MITCHELL & CO,
e bt { Ca
//L.@-. e

Omaha, Nebraska
April 15, 1976




COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY
Consolidated Balance Sheets

December 31, 1974 and 1975

Assets 1974 1975
Investments - other than affiliates
(notes 3 and 4) (Schedule I):
"U, 8. Treasury Bills, at cost which
approximates market 1,806,004 2,421,690
Bonds, at amortized value 1,788,450 2,199,877
Commen stocks at cost, 1974; market, 1575 1,221,755 533,833
Total investments, other
than affiliates 4,816,209 5’155’492
Cash 124,828 59,092
Investment in Berkshire Hathaway Inc.

{note 5) (Schedule II) 4,525,465 4,755,613
Investment in Blue Chip Stamps (notes 6 and 7)

{Schedule II) 3,871,969 3,852,636
Investment income due and accrued 34,996 43,298
Uncollected premiums 581,865 185,910
Reinsurarice recoverable on loss payments 26,241 -
Prepaid acquisition costs 133,000 -
Income taxes recoverable from parent (note 8) 42,844 218,000
Excess of cost over net assets of subsidiary

purchased, net of accumulated amortization of

$24,255 in 1974 and $48,405 in 1975 48,300 24,150
Other assets 72,662 70,548

§ 14,278,379 14,364,647
Liabilities, Capital Stock and Surplus
Losses and loss adjustment expenses 3,414,588 4,019,020
Unearned premiums 1,224,835 1,116,749
Assumed losses payable 315,412 -
Ceded reinsurance balances payable 163,418 -
Amounts retained by company for account of others 220,118 155,933
Deferred income taxes (note 8) 182,403 262,496
Other ligbilities 59,771 25,888
Total liabilities 5,580,545 5,580,086
Capital stock and surplus:
Capital stock par value $100. Authorized,
icsued and outstanding, December 31, 1974
and 1975 - 20,000 shares 2,000,000 2,000,000

Surplus:

Baid-in 3,855,389 3,855,389
Net unrealized leoss on marketable

equity securities (notes 4 and 6) - (270,303)

Unassigned (note 14) 2,842 445 3,199,475

Total surplus 6,697,834 6,784,561

Total capital stock and surplus 8,697,834 B,784,561

5 14,278,379 14,364,647

See accompanying notes to consolidated financial statements.




COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Consolidated Statements of Earnings

Years ended December 31, 1974 and 1975

Premiums:
Premiums written
Decrease (increase) in unearned premiums

Premiums earned (note 15) (Schedule VII)

Investment income, net (note 10)

Losses and claims incurred (note 15) (Schedule VII)

Loss adjustment expenses (note 15)
Underwriting expenses (notes 11 and 15)

Loss before income taxes, equity in
earnings of other companies and
realized investment gains and losses

Incone taxes (benefit) (note 8):
Current
Deferred

Loss before equity in earnings of
other companies and realized
investment gains and losses

Equity in earnings of other companies:
Berkshire Hathaway Inc. (note 5)
Blue Chip Stamps (note 6)

Earnings before realized investment
gains and losses

Investment gains (losses) - excludes unrealized
appreciation in common stocks of unaffiliated
companies of $128,623 in 1974 and $44,228 in
1975:

Realized investment gains (losses)
(notes 4 and 12)
Applicable income taxes (benefit) (note 8)

Net realized investment gains (losses)

Net earnings

1974 1975
$ 3,175,412 2,713,246
(321,942) 173,075
2,853,470 2,886,321
220,182 282,346
3,073,652 3,168,667
2,139,325 2,325,427
315,222 340,086
773,144 802,682
3,227,691 3,468,195
154,039 299,528
(76,648)  (134,445)
(2,400) (53,890)
(79,048)  (188,335)
74,991 111,193
321,877 213,346
__ 231,647 250,167
553,524 463,513
478,533 352,320
(299,648) 6,727
_(89,894) 2,017
(209,754) 4,710
268,779 357,030

See accompanying notes to consolidated financial statements.
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY
Consolidated Statements of Capital Stock and Surplus

Years ended December 3%, 1974 and 1975

Surplus
Net
unrealized loss
on marketable

Capital equity
stock Paid-in securities 'Unassigned

Balance, December 31, 1973 $ 2,000,000 3,855,389 - 2,573,666
Net earnings fox the year - - - 268,779
Balance, December 31, 1974 2,000,000 3,855,389 - 2,842,445
Net earnings for the year - - - 357,030
Unrealized losses in common

stock investments in

unaffiliated companies - - (29,303) -
Unrealized losses in common

stock portfolio of

investee - - _ (241,000) -
Balance, December 31, 1975 $ 2,000,000 3,855,389 (270,303) 3,199,475

See accompanying notes to consolidated financial statements.
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Consolidated Statements of Changes in Financial Position

Years ended December 31, 1974 and 1975

Funds provided:
From operations:
Net earaings
Chargzs (credits) to earnings not requiring
(providing) funds:
Accretion of bopd discount
Increase in estimated losses and loss
adjustment expenses
Increase (decrease) in unearned premiums
Increase (decrease) in assumed losses
payable
Increase (decrease) in deferved taxes
Increase in income taxes recoverable from
parent
Increase in accrued taxes and expenses
Decrease (increase) in uncollected premiums
Decrease (increase) ia accrued investment
income
Decrease in prepaid acquisition costs
Loss (gain) on sale of investments
Provision for (recovery of) anticipated
losses on common stocks
Equity in undistributed earnings of
affiliated companies, net of deferred
taxes
Amortization
Increase (decrease) in ceded balances
payable
Decrease (increase) in reinsurance
recoverable on loss payment

Funds provided from
operations

From sale of bonds

From sale of common stock investments in
unaffiliated companies

Decrease in cash

Other, net

Total funds provided

Funds used:

Subsidiary acquired:
Securities
Cash
Other assets
Excess of cost over net assets acquired
Estimated loss and loss adjustment expenses
Other liabilities

Cost of investments putrchased:
Increase in U. S. Treasury Bills
Bonds

Common stocks of unaffiliated companies

Decreas¢ in amounts retained by company for
account of others

Total funds used

1974 1975
$ 268,779 357,030
(5,330)  (21,063)
1,070,058 604,432
321,942  (108,086)
54,801  (315,412)
(92,400) 36,111
(42,844)  (175,156)
19,934 -
(158,877) 395,955
1,370 (8,302)
9,000 133,000
(352) 293,273
300,000  (300,000)
(497,844)  (407,833)
24,411 24,150
160,216 (163,418)
(26,241) 26,241
1,406,623 370,922
- 203, 887
30,638 659, 364
372,862 65,736
31,817 (31,769)
$ 1,841,940 1,268,140
703,893 -
484,082 -
105,347 -
72,555 -
(684,019) -
497,800 -
1,143,415 615,686
185,725 588,269
15,000 -
1,344,140 1,203,955
- 64,185
$ 1,841,940 1,268,140

See accompanying notes to consolidated financial statements,
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financial Statements

December 31, 1974 and 1975

(1) Summary of Sipnificant Accounting Policies and Practices

(a) Principles of Consolidation

The consolidated financial statements include the accounts of the Company
and its 29.6% ownad subsidiary, Southern Casualty Insurance Company.
The subsidiary was acquired April 30, 1974 and since such acquisition was
accounted for as a purchase, the results of operations for the subsidiary
are included in the consolidated statements of earnings only for the period
subsequent to the date of acquisition. The excess of cost over the under-
lying net assets at the date of acquisition is being amortized over
approximately three years using the straight-line method. All significant
intercompany accounts and transactions have been eliminated in consolidation.

{(b) Investment in Securities, Other than Affiliates

Investments in bonds are stated at cost, adjusted where appropriate for
amortization of premium or accretion of discount, The aggregate market
value of bonds has not been determined but such market value would bhe less
than amortized cost. No provision has been mzde for possible losses on
such bonds since the companies intend to hold the bonds to maturity and do
not expect to realize any significant lossas.

. Investments in common stocks are stated at cost less a valustion allowance

. for anticipated losses in 1974 and at the lower of aggregace cost or maxket

in 1975. This change in accounting method was made pursuant to the dictates

of Statement of Financial Accounting Standards No. 12, The reduction from

. cost to market value is reflected as a direct charge to surplus. In
addition, the Company has reflected a direct charge to surplus representing
its share of the unrealized loss that existed at February 28, 1976 in the
marketable equity securities cwned by an investee. No tax effect has been
recognized with respect to these unrealized losses.

The basis of investment securities sold is determined generally on a first-in,
First-out method,

(¢) Investment in Affiliated Companies

The Company holds common stock investments in Berkshire Hathaway Inc. and
Blue Chip Stamps, which two companies are considered "investees' under the
provisions of Accounting Principles Board Opinion No. 18. Accordingly, the
- Company uses the equity methnd of accounting for these investments, under
which method the Company currently recognized its proportionate share of
earnings reported by those companies, net of deferred income taxes provided
for under the assumption that such earnings will ultimately be distributed
as taxable dividends. Provision is also made for amortization of the
- difference between cost of the investments and the underlying equity in
net assets at the dates of acquisition; this provision is computed on the
basis of a forty year amortization period for the investment in Berkshire
Hathaway Inc. and a period of seven years for the investment in Blue Chip
Stamps,

Blue Chip Stamps determines income on the basis of a fiscal year ending on or
about February 28; the Company has not recognized this difference in its
annual accounting for its equity in earnings of Blue Chip, having recorded
its equity in earnings of Blue Chip's year ending with respect to February;
in its year ending with respect to the preceding December 31.

a8 T e T

a0
it

{Continued)
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COLUMBTA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financlal Statements

{d) Insurance Premiums

Insurance premiums are recognized as revenues ratably over the terms of the
policies, Unearned premiums are computed on the monthly pro rata basis.
Policy acquisition costs or commissions are deferred and charged against
income ratably over the terms of the policies.

(e) Estimated Losses

The provision for losses and loss adjustment expenses is based upon past
experience and estimates received relating to assumed reinsurance and
estimates of unreported losses.

(£) Iocome Taxes

The Company accounts for certain income and expense items differently for
financial reporting purposes than for income tax purposes. Provisions
for deferred taxes are being made in recognition of these timing
differences,

The companies join Associated Retail Stores, Inc., the parent of Columbia
Insurance Company, in filing consolidated income tax returns.

(2) Basis of Presentation

The consolidated financial statements of Columbia Insurance Company and
subsidiary are presented in accordance with generally accepted accounting
principles (GAAP) which differ in some respects from principles prescribed
or permitted by insurance regulatory authorities (statutory methods) in
accordance with which the Company maintains it records. A reconciliation
of the aggregate capital stock and surplus ("Surplus as regards Policyholders')
as determined under the statutory method to that determined and reported here-
with in accordance with GAAP is as follows:

December 31,
1974 1575

Statutory surplus as regards policyholders $ 3,350,488 3,683,601
Excess of cost valuations over NAIC market

valuations of investments in equity

securities other than affiliates 372,055 -
Excess of carrying -ralues of investments

in affiliates (determined under GAAP

pursuant to the equity method} over NAIC

market valuation:

Berkshire Hathaway Inc. 2,333,290 2,807,013
Blue Chip Stamps 2,559,469 2,290,136
Deferred insurance premium acquisition costs 133,000 -

Excess statutory liability loss reserves 33,215 10,674
Excess of cost over net assets of

subsidiary purchased 48,300 24,150

Sundry nonadmitted assets 6,273 12,400

Recoverable income taxes from parent Company 42,844 218,000

Income tax effect and adjustments (181,100) (261,413)
Capital stock and surplus

per accompanying $ 8,697,834 8,784,561

financial statements

(Continued)
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COLUMBIA TNSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financial Statements

Statutory net loss is reconciled to GAAP net earnings as follows:

1974 1975

Statutory net loss $ (60,576) (375,543)
Decrease in deferred acquisition costs (9,000) (133,000)
Amortization of excess cost of investment in

Southern Casualty Insurance Company (24,255) (24,150)
Equity in undistributed earnings of affiliates:

Berkshire Hathaway Inc. 321,877 213,346

Blue Chip Stamps 171,647 190,167
Realized loss on common stocks other than

affiliates (300,000) 300,000
Recoverable income taxes from parent company 72,366 218,000
Income tax effects and adjustments 96,720 (31,790)

Net earnings per accompanying

financial statements 3 268,779 357,030

{3) Securities Deposited with Others

Certain bonds and stocks deposited in trust with regulatory authorities or
with ceding reinsurers in accordance with various reinsurance treaties were
as follows:

1974 1975
. Bonds, at amortized cost $ 1,065,551 973,050
Stocks, cost 2,041,042 3,079,663

$ 3,106,593 4,052,713

(4) Investments - Other than Affiliates

The Company recognized a $300,000 provision for anticipated losses on common
stocks of unaffiliated companies as a realized investment loss in 1974.
Accordingly, the investment in such stocks is reported at cost less the
allowance for anticipated losses, The investment in common stocks of
unaffiliated companies and the related market values are as follows:

1974 1975

- Cost $ 1,521,755 563,136
Allowance for anticipated losses (300,000) -

. Net unrealized loss - (29,303)

Carrying value $ 1,221,755 533,833

Approximate market value § 849,700 533,833

At December 31, 1975 gross unrealized gains were $6,376 and gross unrealized
losses were $35,679. A net realized gain of $6,727 (before applicable
income taxes) on the sale of securities was included in the determination
of net earnings for 1975.

(Continued)
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financial Statements

Investments, other than investments in U. S. Treasury Bills, comprising
greater than two percent of total investments were as follows at
December 31, 1974 and 1975:

Market
Common stocks Cost value

1974:
California Water Service Company § 275,447 259,957
Omaha National Corporaticn 118,640 132,000
Morse Shoe, Inc, 153,100 45,000
Vornado, Inc. 660,052 216,000

1975:
California Water Service Company $ 275,447 279,315
Omaha National Corporation 118,640 123,200

Amortized Par
Bonds cost value

1974:

Alabama, Montgomery Industrial Revenue,

7-1/4%, 1989 $ 100,000 100,000
Arkansas, Danville Industrial Revenue,

7-1/4%, 1991 105,000 105,000
Georgia, Washington-Wilkes Payroll

Development Authority, 7-3/4%, 1989 100,000 106,000
Illinois Toll Road Commission, 3-3/4%, 1995 97,377 125,000
Indiana Toll Road Commission, 3-1/2%, 1994 101,611 150,000
Iowa, Burlington Industrial Revenue,

7-1/4%, 1991 99,175 100,000
Kansas, Lenexa Industrial Revenue, 8,85%,

1987 100,000 100,000
Missouri, Rolla Industrial Revenue, 8%,

1984 96,629 100,000
FMC Corporation, 4-1/4%, 1992 143,202 200,000

1975:
Alabama, Camden Industrial Revenue 137,368 137,368
Arkansas, Danville Industrial Revenue,

7-1/4%, 1991 105,000 105,000
Indiana Toll Road Commission, 3-1/2%, 1994 104,157 150,000
Texas, Nueces Pollution Control Revenue,

9%, 1990 149,628 149,628
Chrysler Financial Corporation, various

issues 297,159 440,000
FMC Gorporation, 4-1/4%, 1992 143,202 200,000

(Continued)




COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financial Statements

- h

(5) Investment in Berkshire Hathaway Inc.

The carrying value of the investment in common stock of Berkshire Hathaway
Inc. represents the cost plus the equity in earnings since dates of
acquisition, adjusted for amortization on a forty year basis of the
excess cost over underlying net asset values at dates of acquisition.
This is summarized as follows:

December 31,

1974 1975

Shares owned 48,715 48,715
Percentage of total outstanding shares

(approximate) 5% 5%

Cost represented by:
Underlying net asset values at dates of
acquisition $ 2,668,740 2,668,740
Excess cost, net of amortization of
$7,406 at December 31, 1974 and $10,599
at December 31, 1975 120,363 117,170

2,789,103 2,785,910

Equity in post-acquisition earnings 1,736,362 1,969,703
Carrying value $ 4,525,465 4,755,613

Deferred income texes of approximately $125,000 at December 31, 1974 and
$142,000 at December 31, 1975 have been provided with respect to the equity
in post-acquisition earnings, assuming their ultimate distribution as a
taxable dividend.

(6) Investmeiic in Blue Chip Stamps

The carrying value of the investment in 250,000 shares of common stock of Blue
Chip Stamps (approximately 5% of the total outstanding shares) represents the
cost plus the equity in undistributed earnings since dates of acquisition,
adjusted for amortization of the excess cost over underlying net asset values
at dates of acquisition. This is summarized as follows:

December 31,

g - 1974 1975
Cost represented by:
. Underlying net asset values at dates
n of acquisition $ 1,912,829 1,912,829

Excess cost, net of amortization of

- $351,478 at December 31, 1974 and
$507,311 at December 31, 1975 836,568 680,735
2,749,397 2,593,564

Equity in post-acquisition undistributed

earnings 1,122,572 1,500,072
Excess of cost over market value of Blue

Chip Stamps' marketable equity securities

at February 28, 1976 applicable to the

Company's equity interest - (241,000)
Carrying value $ 3,871,969 3,852,636
{Continued)
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COLUMBTA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY
Notes to Consolidated Financial Statements

Commencing with 1973, the excess cost over underlying net asset values
is being written off over a seven year period.

Deferred income taxes of approximately $81,000 at December 31, 1974 and
$108,000 at December 31, 1975 have been provided with respect to the equity
in post-~acquisition undistributed earnings, assuming their ultimate distri-
bution as a taxable dividend.

Dividends of $60,000 in 1975 and 1974 were received from Blue Chip Stamps.

(7) Legal Proceedings of Blue Chip Stamps

The financial statements of Blue Chip Stamps include the foliowing nots
(The "Company'" refers to Blue Chip Stamps}:

"Pursuant to an antitrust action filed by the Fedeval
Government a consent final judgment was cntered lan L1867
providing for, among other things, a plan to offur fni sale
one-third of the Company's California trading stawp business
located within a contiguous geographical area ik Southern
California. That portion of the judgment has been saspt-gied

. indefinitely by stipulation and courl: crder signed in Msrch
1876.

- The Cowpany is a defendant in a purported class action

. filed March 1, 1971 to recover foxr stamp savers monies
collected by it as reimbursement for California sales taxes
on redemption of stamps. Plaintiffs claim that redemption
transactions are not taxable and that all such collections
should be returned or, alternatively, that such collections
exceeded the tax properly payable and such excess should be
returnad., The Company has paid sales taxes to the state equal
to its reimbursement collections. The Company has asserted
claims against the state for reimbursement of all or part of
any recovery by plaintiffs., Following denial of these claims
by the state, the Company cross-complained against the state
seeking indemnity. The original class action complaint
against the Company was amended to assert fraud and to seek
punitive damages. On June 1, 1973 two partial summary judg-

- ments were entered by way of interlocutory orders, neither of
which has yet become final. The first was in favor of the
Company to the effect that the redemption transactions

- were taxable., The second was in favor of plaintiffs to the
effect that the Company's collections exceeded the tax
. properly payable. In the opinion of counsel for the Company,

the second partial summary judgment was erroneous. The class
action complaint was also amended effective September 19, 1574
to assert, in substance, that the Company's predecessor had
engaged in similar conduct from 1961 until its merger into the
Company in 1968, and that the Company must respond in respect
of the alleged liability of its predecessor to plaintiffs and
the persons they purport to reépresent for overreimbursement of
sales taxes, On October 24, 1975 the California Supreme Court
granted the petition of Blue Chip Stamps for an alternative writ
of mandate to determine (1) whether the trial court properly
certified the action as a class action and set it for trial

(Continued)
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financial Statements

without any notice to members of the purported class and
{2) whether or not an order for partial summary judgment
previously entered was erroneous. Proceedings in the
trial court are stayed pending final determination of the
mandate proceedings in the California Supreme Court.
Issues relating to the class action aspects of the case
remain unresolved along with a number of issues of fact,
Maximum liability in respect of this action as amended
may be as high as $17,000,000 less the amount of any
money which may be recovered on the claims against the
state. Counsel believes the prospects for some such
recovery to be good., In the opinion of counsel for the
Company, substantial defenses are available, but counsel
cannot predict the ultimate outcome of the action.

A purported class action was filed under Federal
securities laws on Novembexr 10, 1970 against the Company
and certain of its present and former stockholders and
directors, on behalf of retailer users of Blue Chip
Stamps who failed to purchase securities of the Company
in a 1968 offering to retailer users. The complaint
alleged damages to plaintiffs of $21,400,000, together
with exemplary damages of $25,000,000, interest, attorneys'
fees and costs, and prayed that plaintiffs have the right
to purchase securities of the Company on the terms of the
1068 offering. After hearings in the United States District
Court and the United States Court of Appeals for the Ninth
Circuit, the Supreme Court of the United States in a
decision rendered on June 9, 1975 held that the purported
class did not have standing to bring such an action.
Accordingly, the Federal action is concluded. On June 5,
1974 the Company was served with a complaint in a substan-
tially identical action based on California corporate and
commen law £iled in Los Angeles County Superior Court on
June 21, 1971, Although plaintiffs are pursuing the state
court action, in the opinion of counsel for the Company,
upon the Eacts now known, the present state of the law
and the decision of the Supreme Court in the Federal action,
there appear to be substantial defenses cn the merits."

(8) Income Taxes

Income tax expense (benefit) is made up of the following:

197 1975
» Totals:
Benefit applicable to operating earnings $ (79,048) (188,335)
Expense applicable to equity in earnings
of:
Berkshire Hathaway Inc. 25,220 16,803
Blue Chip Stamps 30,021 31,500
Expense (benefit) applicable to
investment losses (89,8%94) 2,017

$(113,701) (138,013)

{Continued)
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financial Statements

Income tax currently payable (recoverable)
relating to:
Loss before income taxes, equity
in earnings of other companies and
realized investment gain {loss)
Distributed earnings of Blue Chip Stamps
Realized investment gain (loss)

Total current

Deferred expense (credit) relating to:
Equity in undistributed earnings of
other companies:
Berkshire Hathaway Inc.
Blue Chip Stamps
Accreted discount oo bonds
Credit for tax effect of reduction in
deferred acquisition costs
Recovery of (provision for) anticipated
loss on sale of investment securities

Total deferred

Total income tax credit

1974 1975
$ (76,648) (134,445)
4,320 4,320
106  (87,983)
(72,222) (218,108)
25,220 16,803
25,701 27,180
1,900 9,950
(4,300)  (63,840)
(90,000)  _90,000
(41,479) 80,093
$ 113,701 138,015

Totazl net income after taking into account realized investment losses but
before income taxes was $155,078 in 1974 and $219,015 in 1975.
expense of $74,437 in 1974 and $105,127 in 1975 would result if computed
by applying the statutory U. S. Federal income tax rate of 48% to income

bafore taxes.

Tax expense at statutory rate
Increase {reduction) in income taxes
resulting from:
Tax-exempt interest
85% dividends received credit relatirg to:
Dividends received from unaffiliated
companies
Equity in net earnings of other companies
Amortization of cost in excess of the
underlying equity in net assets of
affiliated companies and subsidiary
Capital loss rate differential
Tax benefit to parent in consolidation
Other

Total income tax credit

F-113

The differences are reconciled as follows:

Income tax

1974 1975
$ 74,437 105,127
(39,138) (48,156)
(23,159) (20,653)
(313,247) (273,702)
87,961 87,913
53,937 1,211
43,481 -
2,027 10,245
$ 113,701 138,015
(Continued)




COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Finaneial Statements

(9) Transactions with Affiliates

The Company derives the major portion of its business through the assumption
of reinsurance contracts from insurance subsidiaries of Berkshire Hathaway
Inc, The amounts included in the financial statements relating to such
transactions are as follows:

December 31,

1974 1975

Earned premiums $ 1,859,304 2,156,605
Unearned premiums 919,958 1,084,890
Incurred losses and loss adjustment expenses 1,433,643 1,734,849
Commissions 554,626 524,009

(10) Investment Income, Net

Investment income is comprised of the following:

1974 1975

Interest on bonds $ 191,864 262,265
Dividends, unaffiliated companies 56,762 50,619

248,626 312,884
Investment expenses 28,444 30,538

Net investment income $ 220,182 282,346

(11) Underwricing Expenses

The following expenses made up underwriting expenses:

1974 1975

Pt Pl 2y

Commissions and brokerage $ 652,490 506,173
Taxes, licenses and fees 47,457 50,083
Other underwriting expenses 64,197 113,426
Decrease in prepaid acquisition costs 9,000 133,000

$ 773,144 802,682

(12) Investment Gains and Losses

A summary of realized and unrealized investmeant gains (losses) for 1974
and 1975 follows:

1974
Applicable
Gross tax Net Unrealized

Common stocks 352 (106) 246 128,623
Provision for anticipated

losses (300,000) 90,000  (2iu,000) -
$(299,648) 89,894  (209,754) 128,623

(Contifued)
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Notes to Consolidated Financlal Statements

1975
Applicable
Gross tax Net Unrealized
Bonds $ 5,982 (1,795) 4,187 -
Common stocks (299,255) 89,778  (209,477) 44,228
Recovery of provision for
anticipated losses 300,000 (90,000) 210,000 -

$ 6,727 (2,017) 4,710 44,228

(13) Reinsurance

Amounts stated in the accompanying financial statements are net of
reinsurance ceded. The following summarizes the amounts deducted from

certain liability, income and expense accounts in connection with
reinsurance ceded:

1974 1975
Estimated losses and loss
adjustment expenses $ 148,983 181,773
Premiums written 427,778 784,052
. Losses paid 273,721 525,625

(14) Stockholder's Equity

Surplus is restricted for dividend purposes by the insurance departments
of the states in which the companies do business.

(15) Change in Recording Reinsurance Transactions

During 1975 the Company changed its procedures for recording reinsurance
business assumed from other companies. Due to the time lag in receiving
reports from ceding companies, pertinent data relating to fourth quarter
results had been estimated in prior years. No estimate has been provided
for 1975 and the consolidated statement of earnings reflects the actual
results for the first three quarters. This change was considered necessary
from the standpoint of eliminating the potential distortion that exists
in estimates of this nature and the results of four actual quarters will
be reflected in 1976 and thereafter. The effect on 1975 operations of

- > omitting a fourth quarter estimate is approximated below by using actual

fourth quarter results, now available:

Decrease in premiums earned $ 743,077
Decrease in losses incurred 516,460
Decrease in loss adjustment expenses 78,020
Decrease in commissions 174,102

F-115




COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Schedule I

Summary of Investments in Securities - Other than Securities of Affiliates

. Decembexr 31, 1974
Cost* and
carrying Market Admitted
Type of Investment value value#¥ asset value
Bonds!
States, municipalities and
political subdivisions 1,531,752 1,514,264 1,531,752
Industrial and miscellaneous 256,698 230,744 256,698
Total bonds 1,788,450 1,745,008 1,788,450
Common stocks:
Public utilities 290,131 272,253 272,253
Banks, trusts and insurance companies 126,087 136,025 136,025
Industrial and miscellaneous 1,105,557 441,422 441,422
Total common stocks 1,521,755 849,700 849,700
Allowance for anticipated losses 300,000 - -
Net common stocks 1,221,755 849,700 849,700
U. S. Treasury Bills 1,806,004 1,806,004 1,806,004
. Total investments in
securities - other
) than securities of ¥ 4,816,209 4,400,712 4,444,154

affiliates

*Cost represents original cost of stocks, and, as to debt obligations, original
cost adjusted for amortization of premiums or accretion of discount.

#**'"Market value" is the valuation published in the NAIC Book of Valuation of
Securities; in accordance with said book the major portion of the bonds are

reflected at amortized cost.

5-101




COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Schedule T

Summary of Investments in Securities - Other than Securities of Affiliates

} . - December 31, 1975

Type of Investment

Bonds:
States, municipalities and
political subdivisions
Industrial and miscellaneous

Total bonds

Common stocks:
Public utilities
Banks, trusts and insurance companies
Industrial and miscellaneous

Total common stocks
U, S. Treasury Bills

" Total investments in

ot securities - other
than securities of
affiliates

Market Carrying

Cost¥* value¥®¥ value
$ 1,633,280 1,633,280 1,633,280
566,597 566,544 566,597
2,199,877 2,199,824 2,199,877
275,447 279,315 279,315
126,067 128,575 128,575
161,622 125,943 125,943
563,136 533,833 533,833
2,421,680 2,421,690 2,421,690
$ 5,184,703 5,155,347 5,155,400

*Cost represents original cost of stocks, and, as to debt obligations, original
cost adjusted for amortization of premiums or accretion of discount,

*%'"Market value" is the valuation published in the NAIC Book of Valuation of
Securities; in accordance with said book the major portion of the bonds are

reflected at amortized cost,
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Name of issuer and
description of investmen:

1974

Berkshire Hathaway Inc, common stock,
$5 par value

Blue Chip Stamps common stock, $1 par
value

1675

Berkshire Hathaway Inc. common stock,
85 par value

Blue Chip Stamps common stock, $1 par
value

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Investmernt in Securities of Affiliates

Schedule IT

Balance at Amorti-
beginning of pericd Equity zation
Number taken of

of up to excess
shares Amount earnings Dividends cost
48,715 $ 4,178,367 350,263 - 3,165
250,000 3,670,302 417,500 60,000 155,833
48,715 $ 4,525,465 233,341 - 3,193
250,000 3,871,969 437,500 60,000 155,833

Net unrealized

Balance at
close of period

loss on market- Number

able equity
securities

of
shares

241,000

48,715

2592000

48,715

250,000

Amount

$ 4,525,465

3,871,969

$ 4,755,613

3,852,6%




701-8

Line of business

1974

Fire

Workmen's compensation
Liability other than auto
Auto liability

All other

Reinsurance

1975

Fire

Workmen's compensation
Reinsurance

All other

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY

Schedule VII

Premiums, Losses and Claims

Part 1 - Premiums

Unearned
premiums
beginning
of peried

279,125
6,117
166,296
143,742
66,196

241,417

902,893

259,967
26,681
544,652

393,535

$ 1,224,835

Net
premiums
written

316,176
706,481
275,011
321,817
263,255
1,292,672

3,175,412

237,416
735,653
1,596,515

143,662

2,713,246

Unearned
premiums

end of period

259,967
26,681
225, 844
34,725
132,966
544,652

1,224,835

224,465
2,646
727,204
162,434

1,116,749

Premiums
earned
during
period

335,334
685,917
215,463
430,834
196,485

989,437

2,853,470

272,918
759,688
1,413,962

439,753

2,886,321

Part 2 -

Losses and claims

Losses
and claims
incurred
during

period

(62,474)

646,941
183,514
326,376
285,274

759,694

2,139,325

315,584
700,708
1,045,454

263,681

2,325,427

Loss expense
incurred
during

period

315,222

340,086
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Berkshire Hathaway Inc.

1975 Annual Report to the Stockholders

BUSINESS OF THE COMPANY

The Company is engaged directly and through subsidiaries in the manufacture and sale of woven
textiles in the United States and through a subsidiary in the sale of textile products in Canada. Through
subsidiaries collectively referred to in this annual report as the Insurance Greup, the Company is engaged in
the underwriting of fire and casualty insurance throughout the United States. The Company owns approxi-
mately 98% of The lllinois National Bank & Trust Co. of Rockford, [llinois which is engaged in the
commercial banking business, The Gompany and subsidiary members of the Insurance Group have signif-
icant holdings in Blue Chip Stamps, a California corporation — the businesses of which are more fully
described herein,
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Berkshire Hathaway Inc.

To the Stockholders of Berkshire Hathaway Ine.:

Last year, when discussing the prospects for 1975, we staled “lhe oullook for 1975 is not
encouraging”. This forecast proved to be distressingly accurate. Our operating carnings for 1975
ware 36,713,592, or $6.85 per share, produceing a return on beginning sharcholder’s equity of 7.6%.
This is the lowest return on equity experienced since 1967, Furthermore, as explained later in this
letter, 2 large segment of these carnings resulted from Federal income tax refundswhich will not be
available to assist performance in 1976,

On balance, however, current trends indicate a somewhal brighter 1976. Operations and
prospects will be discussed in greater detail below, under specific industry titles. Our expectation
is that significantly better resulls in textiles, earnings added from recent acquisilions, an increase
in equity in carnings of Blue Chip Stamps resulting from an enlarged ownership interest, and at
least a modest improvement in insurance underwriting results will more than offset other possibile
negatives to praduce greater earnings in 1976. The major varinble — and by far the most difficult to
predict with any feeling of confidence — is the insurance underwriting result. Presenl very tenta-
live indications are that underwriting improvement is in prospect, If such improvement is moder-
ale, our overall gain in carnings in 1976 likewise will prove moderate. More significanl underwrit-
ing improvement could give us a major gain in carnings,

Textile Operations
During the first halfl of 1975 sales of textile products were extremely depressed, resulting in

major production curtailments. Operations ran at a significant loss, with employment down as
much as 53% [rom a year earlier,

- In contrast with previous cyclical slumps, however, most textile producers quickly reduced
production to match incoming orders, thus preventing massive industry-wide accumulation of
inventories. Such cutbacks caused quite prompt relleclion at the mill operating level when
demand revived al retail. As a result, beginning about midyear business rebounded at a [airly rapid
rate. This “V" shaped textile depression, while one of the sharpest on record, also became one of
the shorlest ones in our experience. The fourth quarter produced an excellent profit for our textile
division, bringing results for the year into the black.

On April 28, 1975 we acquired Waumbec Mills Incorporated and Waumbes Dyeing and
Finishing Co,, Inc. located in Manchester, New Hampshire. These companies have long sold
woven goods into the drapery and apparel trade. Such drapery materials complemenl and extend
the line already marketed through the Home Fabrics Division of Berkshire Hathaway. In the
period prior Lo our acquisition, the company had run al a very substantial loss, with only about 55%
of looms in operation and the finishing plant operating at about 50% of capacity. Losses continued
on a reduced basis for a few months afler acquisition. Qutstanding efforts by our manufacturing,
administrative and sales people now have produced major improvements which, coupled with the
general revival in textiles, have moved Waumbeg into a significant profit position.

We expect a good level of profits from textiles in 1976. Continued progress is beingmade in the
movement of Waumbec goods inlo areas of traditional marketing strength of Berkshire Hathaway,
productivity should improve in both the weaving and finishing arcas at Manchesler, and lextile
demand continues firm at decent prices.
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We have great confidence in the ability of Ken Chace and his team lo maximize our strengths
in lextiles, Therelore, we continue to look for ways lo increase further our scale of operation while
avoiding major capital investment in new fixed assels which we consider unwise, considering the
relatively low returns historically carned on large scale investmen® in new lextile equipment.

Insurance Underwriting
The properly and casually insurance industry had its worsl year in history during 1975. We
did our share — unfortunately, even somewhat more, Really disastrous results were concentrated

in auto and long-tail (conlracts where settlement of loss usually oceurs long after the loss event)
lines.

Economic inflation, wilh the increase in cost of repairing humans and property far oulsirip-
ping the general rate of inilation, produced ultimale loss costs which soared beyond premium
levels established in a different cost environment. "Social” inflalion caused the liability concept to
be expanded continuously, far beyond limits contemplated when rales were ceslablished — in
eifect, adding coverage beyoud whal was paid for, Such social inflation increased significantly
bath the propensily to sue and the possibility of coliccting mammoth jury awards for events not
previously considered statislically significant in the establishment of rates, Furthermore, losses lo
policyholders which otherwise would result from mushrooming insolvencies of companies in-
adequately reacling to these problems are divided through Guaranly Funds among remaining
solvent insurers. These trends will continue, and should moderate any optimism which otherwise
might be justified by the sharply increased rales now taking effeat.

Berkshire Halhaway's insurance subsidiaries have a disproportionate concentration of husi-
ness in precisely the lines which produced the worst underwriting results in 1975, Such lines
produce unusually high investment ingome and, therelore, have been particularly attractive to us
under previous underwriting conditions. However, our “mix" has been very disadvantageous
during the past two years and it well may be that we will remain positioned in the more difficult
part of the insurance spectrum during the inflationary years ahead.

The only segment lo show improved results [or us during 1975 was the “homeslate” operation,
which has made continuous progress under the leadership of John Ringwall. Although stiil
operating at a significant underwriting loss, the combined ratio improved from 1974. Adjusted for
excess costs altributable to operations still in the start-up phase, underwriting results are satisfac-
tory. Texas United Insurance Company, a major problem a few years ago, has made outstanding
progress since George Billings has assumed command. With an almost totally new agency force,
Texas United was the winner of the “Chairman’s Cup” for achievement of the lowest loss ratio
among the home state companies. Cornhusker Casualty Company, oldest and largest of the home
slate companies, continues its outslanding operalion with major gains in premium volume and a
combined ratio slightly under 100. Substantial premium growth is expected at the home state

operation during 1976; the measurement of success, however, will continue lo be the achievement
of a Jow combined ratio.

Our traditional business at National Indemnity Company, representing well over half of our
insurance volume, had an extraordinarily bad underwriting year in 1875. Although rates were
increased frequently and significantly, they continually lagged loss experience throughout the
year. Several special programs instituted in the early 1970s have caused significant losses, as well
as a heavy drain on managerial time and energies. Present indications are that premium volume
will show a major increase in 1976, and we hope that underwriting results will improve.

Reinsurance suffered the same problems as our direct business during 1975. The same reme-
dial efforts were attempted. Because reinsurance contract settlements lag those of direct business,
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it well may be that any upturn in resulis from our direct insurance business will precede those of
the reinsurance segmentl.

Al our Home and Automobile Insurance Company subsidiary, now writing aulo business
only in the Cook County area of Illinois, experience continued very bad in 1975 resulling in a
management change in October. John Seward was made Presidenl at that time, and has energetic-
ally and imaginatively implemented a completely revamped underwriting approach.

Overail, our insurance operation will produce a substantial gain in premium volume during
1976. Much of this will reflect increased rates rather than mare policies. Under normal cirgum-
stances such a gain in volume would be welesme, but our emotions are mixed at present.
Underwriting experience should improve — and we expecl it to — but our confid~nce level is not
high. While our efforts will be devoted to obtaining a combined ratio below 100, it is unlikely Lo be
atlained during 1976,

Insurance Investments

Gains in investment income were moderate during 1975 because premium volume remained
flat and underwriting losses reduced funds available for investment. Invested assets, measured al
cost al yearend, were close to identical with the level at the beginning of the year.

At the end of 1974 the net unrealized loss in the stock section of our portfolio amounted to
about $17 million, bul we expressed the opinion, nevertheless, thal this portfolio overall repre-
sented good value al its carrying value of cost. During 1975 a net capital loss of $2,888,000 before tax
credits was realized, but our present expectation is that 1976 will be a year of realized capital gain,
On March 31, 1976 our net unrealized gains applicable lo equities amounted to about $15 million,
Our equily investments are heavily concentrated in a few companies which are selected based on
favorable economic characleristics, competent and honest management, and a purchase price

attractive when measured against the yardstick of value to a private owner.

When such crileria are maintained, our intention is to hold for a long time; indeed, our largoest
equily investment is 467,150 shares of Washington Post “B” stock with a cost of $10.6 million,
which we expect to hold permanently.

With this approach, stock markel fluctuations are of little importance to us — excepi as they
may provide buying opportunities — but business performance is of major importance. On this
score we have been delighted with the progress made by practically all ol the companies in which
we now have significant investments.

We have continued to maintain a strong liquid position in our insurance companies. In last
year's annual report we explained how variations of 1/10 of 1% in interest rates result in million
dollar swings in market value of our bonds. We consider such market fluctuation of minor
imporlance as our liquidity and general financial strength make it highly improbable that bonds
will have to be sold at times other than those of our choice.

Banking
It is difficult to find adjectives to describe the performance of Eugene Abegg, Chiel Executive
of lllinois Nalional Bank and Trust of Rockford, lllineis, our banking subsidiary.

In a year when many banking operations experienced major troubies, [linois National
continued ils outstanding record. Against average loans of about $65 million, net loan losses were
$24,000, or .04%. Unusually high liquidity is maintained with obligations of the U. 5. Government
and its agencies, all due within one year, al yearend amounting to about 75% of demand deposits.
Maximum rates of interest are paid on all consumer savings instruments which make up more than
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half of the deposii base. Yel, despite the maintenance of premier liquidity and the avoidance of
“stretching” for high yield loans, the 1llinois National continues as about the most profilable bank
of its size, or larger, in the country.

[n 1975 the thirty largest banks in the United States earned an average of .5% on total ssets, The

Illinois National earned about four times that mugh. These same thirtly largest banks carried down

% of operaling revenues o net income. Without gounting any tax benefils from consolidalian,
lllinois National carried down 27%.

Gene Abegg opened the doors of the Illinois National Bank in 1931 with paid-in capital of
$250,000. In 1932, its first full year of operation, it earned $8,782. No additional capital has bheen paid
in, and we recommend reading its financial statemenls on pages 28-34 to see what a truly out-
standing manager has built in 44 years at the helm.

Under the present interest rate struclure, it is expected that earnings of the Bank will be off
somewhat during 1976 bul still will remain at a highly satisfactory level,

Blue Chip Stamps

During 1975 our holdings of Blue Chlp Stamps remained at 25%% of that company's cutstand-
ing shares. However, early it 1976 our holdings were increased to 31%%. We expecl some increase
in our equity in Blue Chip's earnings in 1976 because of this increased ownership.

The stamp business continues its precipitous decline with volume in the year ended February
28, 1976 amounling to only one-sixth that of the peak year ended February 28, 1970. Don Koeppel
and Bill Ramsey have done an extraordinary job of cost-cutting, which has served to moderate
operating problems resulting from this evaporation of business. In addition, the acquisition of
See's Candies in 1972 has proven a real winner. Chuck Huggins's management has been oulstand-

ing, and profits have moved up dramatically during the past several years.

Shareholders of Berkshire Hathaway Inc. desiring the current annual report of Blue Chip
Stamps should write Mr. Robert H. Bird, Secretary, Blue Chip Stamps, 5801 South Eastern Avenue,
Los Angeles, California 90040.

Federal Income Tax Implications

Inreading our earnings statement you will notice a significant amount of Federal income taxes
paid in earlier years are now recoverable because of the nel operating loss. as computed for tax
purposes, sustained in 1975. Such loss results from the exclusion from income of 100% of interest
from state and local issues, and 85% of dividends from domestic corporations. We have exhausted
our reservoir of available tax recoveries and, therefore, a repeat of our overall operaling perfor-
mance in 1976 would produce much smaller net earnings. While we do not expect this result, it is
important that you are aware of the absence of this cushion in the event that operatiug losses, as
calgulated for Federal lax purposes, should continue.

Acquisition of K & W Products

In addition to the 1975 Waumbec acquisition, we acquired for cash and notes on January 6,
1976, 100% of the assets of K & W Products, including its insurance subsidiaries. The insurance
operations are minor in scope, representing business already associated with National Indemnity
Company. K & W Products manufactures specialty automotive chemicals for use in automobile
maintenance, such as radiator and block sealants, gasket compounds and fuel and oil additives.
The company has extensive trademark or trade name protection for its products, which it man-
ufactures at plants in California and Indiana. Although relatively small, with sales of a little over
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$2 million, it consistently has generated favorable earnings. Posilioned as we now are with respect
lo income taxes, the addition of a solid source of taxable income is particularly welcome,

General Review

Yourpresent management assumed responsibility at Berkshire Hathaway in May, 1965. At the
end of the prior fiscal year (September, 1964) the net worth of the Company was $22,1 million, and
1,137,778 common shares were oulstanding, with a resulting book value of $19.46 per share. Ten
years carlier, Berkshire Hathaway's net worth had been $53.4 million. Dividends and stock
repurchases accounted for over $21 million of the decline in company net worth, bul aggregate net
losses of $9.8 million had been incurred on sales of $595 mitlion during the decade.

In 1965, lwo New England textile mills were the company’s only sources of earning power and,
before Ken Chace assumed responsibility for the operation, textile earnings had been erratic and,
cumulatively, something less than zero subsequent lo the merger of Berkshire Fine Spinning and
Hathaway Manuflacturing. Since 1964, nel worth has been built to $92,9 million, or $94.92 per share.
Woe have acquired total, or virtually total ownership of six businesses through negotiated pur-
chases for cash (or cash and noles) from private owners, started [our others, purchased a 31%%
interest in a large alfiliated enterprise and reduced the number of outstanding shaves of Berkshire
Hathaway lo 979,569. Overall, equity per share has compounded at an annual rate of slightly over
15%.

While 1975 was a major disappointment, efforts will continue to develop growing and diver-
sified sources ol earnings. Our objective is a conservatively financed and highly liquid business —
possessing extra margins of balance sheel strength consistenl with the fiduciary obligations
inherent in the banking and insurance industries — which will produce a long term rate of return
on cquity capital exceeding that of American industry as a whole.

Warren E. Buffelt, Chairman
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PeaT, Marwick, MiTcueLL & Co.
CERTITIED PUDLIGC ACCOUNTANTS
KIEWIT PLAZA
OMAHA, NEBRASKA G813l

The Board of Diréctors and Stockholders
Berkshire Hathaway Inc.:

We have examined the consolidated balance sheets of Berkshire Hathaway Inc.
and consolidated subsidiaries as of January 3, 1976 and December 28, 1974,
the balance sheets of the Berkshire Hathaway Inc. - Insurance Group as of
December 31, 1975 and 1974, and the related consolidated statements of
earnings and retained earnings and changes in financisl position of
Berkshire Hathaway Inc., for the 53 weeks ended January 3, 1976 and the

52 weeks ended Decembey 28, 1974 and the statements of income and unassigned
surplus and changes in financial position of the Berkshire Hathaway Inc. -
Insurance Group for the years ended December 31, 1975 and 1974, Except as
stated in the following paragraph, our examination was made in accordance
with generally accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

Blue Chip Stamps, an investee of Berkshire Hathaway Inc., as described in
note 5 to consolidated financial statements, was examined by other auditors
for its most recent fiscal year ended March 1, 1975. Unaudited earnings of
Blue Chip Stamps for the nine months ended November 29, 1975 was the basis
in part for the amount of equity in earnings of Blue Chip Stamps recorded by
Berkshire Hathaway Inc. Under the terms of our engagement, we did not
examine evidence in support of the unaudited earnings and accordingly do

not express an opinion as to the equity of $2,002,652 in earnings of Blue
Chip Stamps for 1975.

In our opinion, except for the effect of such adjustments, if any, as might
have been determined to be necessary had the earnings of Blue Chip Stamps
been gudited for the nine months ended November 29, 1973, the aforementioned
consolidated financial statements present fairly the financial position of
Berkshire Hathaway Inc. and consolidated subsidiaries at January 3, 1976 and
December 28, 1974 and the Berkshire Hathaway Inc. - Insurance Group at
Decembar 31, 1975 and 1974 and the results of their operations and the changes
in their financial position for the respective years then ended in accordance
with generally accepted accounting principles applied on a consistent basis,

Lt Al Holerall Co.

March 26, 1976
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
Cash
Investments, other than a fflnlc:-, (noth d 'md 4)
U. S, Treasury Bills and other short-term obligalions, at cost which approx-

imates markel e e e e e e e e :
‘Bone.s, atamortized cost e e e e e e e e e e e
Pref: rred stocks, atcost . . . . e e e

Commen stocks of unaffiliated cmnp’mms. al cusl
Total investments, other than afliliales
Investlments in affiliates (noles 5 dand 6);
Comnmon stock of Blue Chip Stamps e e e e e e
Unconsalidated bank subsidiarcy e e e e
Other unconsolidated subsidiaries . . . . . . . . . .
Tota! investments in affiliates
Recoverable Federal income taxes
Aceounts receivable from customers, ag,t.nls and olhers net (lwlc '.7)

Inventories (note 8) . . . C e Co e . e e
Real estale, equipmend, furmlur and lcasehold impmvcmenl_s, al cost less

allowance for depreciation dnd amortization (note9y . . . ., . .,
Deferred insurance premitin acquisition costs e e e e e e
Otherassets ., . . . . . .

LIABILITIES AND STOCKHOLDERS’ EQUITY

Losses and loss adjustiment pxpenses
Unearned premiums e .
Funds held under reinsurance lreatlcs e e e e e e e e e
Amounts due for purchase of securities . . . . . . . . . . .,
Accounts payable and accrued expenses
Income taxes:
Qurrent L . L L L L o e e e e e e e e e e e
Ueferred .. e e e e e e e e e e e
7%% debentures due 1987 {nole 10)
Sundry installment promissory noles (note 11) s e e s e e e e e
8% senior notes due 1993 (note 12} . . . Co o .
Excess of net assels of consolidated submdmrms over cost of mvestmenl
Other liabilities Coe e e

Stockholders' equity:
Common stock of $3 par value. Autherized 1100 000 shares; issuzd and

outstanding 979,569shares ~ . . . . . . . . . . L, L,
Retained earnings (nole 12) C e e e e e e e e e
Total stockholders'equity . . . . . . . . . . . . ..

Commitment and contingzat liabilily (notes 14 and 17)

bl

Jan. 3, 1876

Dec. 28, 1974

s T 5,044,526 $ 4,230,559
16,175,265 11,108,163
78,760,945 71,530,651

2,558,275 2,855,185

_ 39,341,135 _ 50,669,865

136,835,620 136,163,864
18,777,479 16,923.998
23,424,329 22,416,879
1,120,343 1,187,333
43,322,141 40,528,210
4,400,000 2,800,734
19,710,105 17,891.227
8,135,615 5,999,552
3,722,242 3,913,473
2,950,000 4,400,000
521,168 285,954

$2258,741417

$216,213,573

$ 73,083,492 $ 72,761,007
22,344,290 21,704,867
2,939,462 2,857,284
679,990 294,101
5,700,070, 4,435,325
178,546 163,809
2,518,786 3,043,800
505,820 555,780
3,602,480 1,274,437
20,000,000 20,000,000
579,070 579,070
679,219 345,376
132,851,225 128,014,946
4,897,845 4,897,845
87,992,347 83,300,782
92,890,192 86,198,627
$225,741,417 $216,213,573

See accompanying notes to consolidated financial statements.
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS

Fiscal Year

1975

Income items:

1974

Insurance premiums earned e e e e e e e _ 5 58,335,706 $ 60,573,729
Net sales of lextile products e e e e e e e e e 32,833,372 32,591,874
Interest and dividend income . . . . . . . . . . . . . . .. 8,918,240 8,029,876
Realestate income . . . . . . . . . ., ., . 287,314 286,307
100,374,632 101,461,786
Cost and expense items:

Insurance losses and loss adjustmenl expenses o e e e e e 47,237,737 47,119,846
Cost of textile praducts sold e e e e e e e, e 28,234,179 27,429,277
Insurance underwriting expenses e e e e e e e 21,744,891 20,345,744
Selling, oddministrative and other expenses . . . 4,192,399 3,640,720
Interest expense P e e e e e e e e, 1,845,396 1,717,944
103,254,602 100,253,531

Earnings (loss) from insurance underwriting and manufacturing
operations before applicabledncometaxes . . . . . . . . {2,879,970) 1,228,255
Ingome tax credit applicable to operating earnings {loss) (note 13) 4,140,910 2,010,321

Earnings before equily in net earnings of other companies and realized
investmentlosses . . . . . . . . . . . . . . . . .. 1,260,840 3,238,576
Equily in nel carnings of bank subsidiary . . . . . . . . . . ., . 3,450,000 4,093,000
Equity in net earnings of Blue Chip Stamps e e e e e e e 2,002,652 1,052,000

Earnings before realized investment losses N 3,713,502 8,383,576
Realized invesiment losses e e e e e e e e e e e . (2,888,062) (1,908,093)
Applicable income tax credit e e e e e e e e e e e e e 866,035 567,678

Net realized investment (losses) e e e e e e e e (2,022,027 (1,340,415)

Net unrealized apprecialion (depreciation) in markel

values of preferred and common stocks of unaffitiated
companies of $17,148,000 in 1975 1 +d {$4,356,000) in 1974
have not been included in the determination of net earn-
ings.

Net carnings e e e e e e e e e e e e e 4,691,565 7,043,161
Retained earnings at begintdingof year . . . . . 83,300,782 76,257,621
Retained earnings at end of year o e e e e e e $ 87,992,347 $ 83,300,782
Earnings per share of common stock, based on 979,569 shares outstanding:

Earnings before realized investment (losses) e e e e e e e $ 6.85 § 8.56
Realized investment (losses) e e e e e e e e e e e (2.06) {1.37)
Nelearnings . . . .« . . .« ¢ v 0 0w 0 e e e e 8 4.79 8 7.19

See accompanying notes to consolidated financinl stalements.
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

__Fiscal Year

Fands provided:
From operations:
Net earnings B

Charges {credils) to earnings not requiring (providing) funds:
Equity in undistributed earnings ol bank subsidiary .o
Equity in undistributed earnings of Biue Chip Stamps . .
Accretion of discounl on bonds .

Depreciation and amerlization e BN
Decrease in deferred insurance premium .mqumlmn cusls
Increase in recoverable incometaxes . 0 L L L L L

-

.

.

.

L)

Increase in ncgounts receivable from cuslomers, agents and others

.

.

Decrease in inventories . . . . . . . o . . ..

[ncrease in unpaid losses and loss adjustment exponses

Increase in uncarned premiums . . . L 0 o v L L

Increase in funds held under reinsurance treaties .

Increase (decrease) in accounts payable and acerued expenses

Decrease in liability for incometaxes . . . .

Other,net . . e e e e .

Funds provided from operations . . . . . . . .

Dividends received from unconsolidated subsidiary . . . . . .
Proceeds from issuance of long-lerm debt Vo e e e s .

Funds used:
Subsidiaries acquired (note 2):

0 |
Accounis receivable e e e e e e e
Invenlories . .« o L v 0 . 0 e e e
Other asscts A . e e e
Accounts payable and .lt'c:rut.d CXPERSES + + + . o+ s . .
Notespayable . . . « .+« o 0000 00

Additions to equipment. Turnititre and lease-hold improvements .

Repaymentofdebt . . . . v . v« o v o v v 0w

Cost of net purchase {sale) of investments:
U, S, Treasury Bills . . . . . . . . o . . .
Bonds . . . . . . . L L, . .
Prefercedstocks . 0 0 0 L 0 0 0 0 0 0 0 0 0 0
Common stocks of unaffiliated companies . . . . . . . .
Commonstogk of Blue Chip Stamps . . . . . « .+ « . .
Investment in unconsolidated subsidiary . . . .

Increaseincash . . . . . . o o o0 0 00 0L

1975

S 4,601,565

1974

$ 7,043,161

{1.007.450) (1,406,345)
(1,853,481) (889,410)
(384,278) (442,153)
536,632 548,063
1,450,000 840,000
{1,599,266) (2,800,734)
(32,731) (3.834,654)
507.771 1,187,124
272,395 11,085,329
639,423 422,887
82,178 1,539,079
378,721 (291,284)
(510,277) {352,116)
45,309 (329,243)
(1,475,054) 5,216,544
3,216,511 12,259,705
82,000 191,500
1,150,000 1,305,623
S 4,448,511 $13,756,828
210,577 -
1,786,147 -
2,643,834 -
46,680 -
(1,361,913) -
(1,665,000} -
__1,660,325 —_— =
345,401 783,591
536,917 73,046
5,067,102 9,707,728
6,846,016 (1,985,528)
(296,910) 556,837
{11,328,730) 913,087
- 2,317,313
15,000 45,000
302,478 11,554,437
_ 1,603,390 1,344,914
S 4,448,511 $13,756,828

See qeeompanying noles to consolidated financial statements.
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
January 3. 1976 and December 28, 1974

(1) Summary of Significant Accounting Policies and Praclices
{a) Basis of Presentation

The accounts of Berkshire Hathaway Inc., the parent Company, are consolidated with the accounls of
wholly-owned subsidiaries engaged in the textile business, and the accounts of subsidiary insurance
companies (The “lnsurance Group"), wholly-owned by Berkshire Hathaway Inc,

The parent Company's investment in "The [llinois National Bank & Trust Co. of Rockford is accounted for on
the equity basis.

Immaterial subsidiaries are not consolidated and investments therein are carried at cost less dividends
received from such subsidinries.

The accounts of the parent Cempany and its consolidaled noninsuronce subsidiaries are maintained on the
basis of a fiscal year ending on the Saturday nearest to December 31, while the accounts of the Insurance
Group are mainlained on the basis of the calendar year. Fiseal year 1975 comprised 53 weeks operations of
the texlile business,

Investment in Securities, Qther than Affiliates

lnvestments in bonds are stated at amortized cost; investments in preferred and commaon stocks other than
affiliates are carried al the lower of cost or market value al December 31, 1975 and at cost at December 31,
1974. The investments in equity securities are held by the Insurance Group and are stated at cost. These
investments generally consist of a relatively fow issues ncquired with a general view to holding as long-term
investments, In view of the fact that market value quotations fluctuate daily, management considers the cost
methad as most appropriate for such long-lerm investments, and has consisiently applied such method,

Haowever, pursuant to the diclates of Statement of Financind Accounting Standards Na. 12, the Company has
changed its method of accounting for these investments whereby they are reflected at the lower of cost or
market value at December 31, 1975, There was no effect of this ehange at December 31, 1975 since market
value exceeded cost on an aggregate basis. Any future adjustment of the carrying value will be reflected
through a direct charge or credit to stockholders' equity.

Investment in Blue Ghip Stamps

The investment in Blue Chip Stamps (*Blue Chip") is aczounted for on the equity basis. Deferred income taxes
are provided for with respest to undistributed eornings of Blue Chip under the assumption that such
earnings will ultimately be distributed as taxable dividends. Blue Chip determines income on the basis of a
fiscal yenr ending on or about February 28. Berkshire Hathaway Inc. reflects its equity in the earnings of Blue
Chip on the basis of that company's twelve months ending on or about November 30,

Insurance Premiums

Insuranece premiums are recognized as revenues ratably over the term of the policies. Unearned premiums are
computed on the monthly pro rata basis and are stated after deduction for reinsurance placed with
reinsurers in the amount of $2,885,610 at December 31, 1975 and $4,583,628 ol December 31, 1974, Premium
acquisition costs such as commissions, premium taxes and certain other underwriling expenses are,
pursuant to statutory insurance acecounting rules, charged against income when incurred. However, {or

financial statemenl purposes, a portion of such costs are deferred and charged against income as the retated
premiums are carned.

Losses and Loss Adjustment Expenses
The Insurance Group provides {or losses and loss adjustment expenses based upon (1) agpregate case basis
estimates for losses reported, in respect to direet premiums written, (2) estimates of unreported losses hased
upon past experience, (3) estimates received relating to assumed reinsurance, and (4) deduction of amounts
for réinsurance placed with teinsurers in the amount of 56,094,384 at December 31, 1975 and $5,518,385 at
December 31, 1974,
11
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

(f) Real Estate, Equipment, Furniture and Leesehold Improvemenis
These Hems of properly (including significant betterments and renewals) are carvied at cost depregiated over
their useful lives estimated at the date of acquisition. The double-declining bilange method is used o
calculate depreciation of new ilems of Llextile properties agquired after 1965; the straight-line methnd is
applicd for other items, Maintenance, repairs and renewals of 4 minor nature are generally charged to
operations as inenrred,

{g) Inveittores
Inventories relate o the lextileoperations and arestated at cost, determined for the parent Company under the
last-in, lirst-out method at both December 31, 1975 and December 31, 1974 cost of inventories of textile
subsidiaries are determined under the ficst-in, first-out method.

(h) income Taxes

A consolidated Federal income tax ceturn is filed by the parent Company and its eligible subsidiaries, The
recoverable amount reflected in the conselidated balance sheels includes the apportioned Federal tax
amounts of the companies whose accounts are consotidated.

A provision for deferred taxes is made in recognition of timing differences created by the manner in which the
Insurange Group accounts [or cerlain income and expense items for financial reportiig purposes and the
aceounting lreatment ol these ilems for income tax purposes.

Investment lax credits on qualifying properly and equipment acquisitions are applied as @ reduction of
income tix expense in the year realized.

(2) Acquisition of Waumbec Mills Incorporated

On April 28, 1475, the parenl Company purchased all of the outstanding capital stock of Waumbec Mills
Incorporated (“Waumbec™), Manchester, New Hampshire. Waumbec is engaged in monufacturing, distributing and
stlling woven fabrics, A wholly-owned subsidinrcy of Waumbec engages at the same location in the finishing of textile
fabrivs. The acquisition of Waumbee has been accounted for as a purchase, and results of operations from date of
acquisition are included in the consplidated statements of carnings for 1975,

The cost of Waumbee to the Company, including direct acquisition cests, was $1,660,325; instalimenl promissory
notes of principal amount of §1,150,000, which bear inlerest al 8% per annum, were issued by the parent Company in
partial eensideration of the purchase price with the balance paid in cash,

The net book value of assets less Habilities of Waumber was in excess of the purchase price; such excess was
applied in accordange with the Accounting Principles Board Opinion No. 16 to eliminate the net propeety, plant and
equipment aseounls of Waumbec and its subsidiary as they existed al the purchasce dale. As aresult of that acquisition
adjustment. no depreciation expense with respect 10 the acquired properties (wwhich as 1o Waumbee's prior basis of
sceountabilily amouated 1o $239,000 during the period of Berkshire Hathaway's ownership in 1975), has been charged
to varnings. nor wil' such depreciition be chargeable to future consolidated carnings,

Wanmbee and its subsitliary as of the date of aequisition had unused nel operating loss carryovers, as defined by
the Internal Revenue Code, of approximately $2,6 million. To the extent that future tax benefits are derived from such.
carryovers, they will be accounied for as “negative goodwill” lo be amortized into consolidated incouie in future
periods which will not coincide with the periods in which benefits, if any, are realizod, Such benefits will arise only if
Waumbee and ils subsidiary have future taxable income, and then only to the extent that such income exceeds
aggregaie net losses for lax purposes, if any, of other members of the consolidated group. Munagement of Berkshire
Hathgway Inc. believes some fax beaelits might be reslized, though their effect on income in any given future
aceounting period would not be material in amount,

Had the purghase of Waumbee been consummated on the saime basis as of the heginning of 1974, certain items in
the consolidaled statements of earnings on a pro forma basis would have been as follows:

12
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Coutinued

1975 1574
Netsalesof textileproducts © 0 & & 0 o 0 0 4 o 0 L 0w 0 e s $ 35,965,000 $ 45.900,000
‘Total income items G e e ey e e e e e e 103,507,000 114,780,000
Earnings before equity in net earnings of other companies and realized investment
losses O 608,000 3,567,000
Nelearnings o o v v v v v v v s s v 4 v v e e e e 4,038,000 7,172,000
Nedearnings peeshar  © 5 o 0 0 v 0 0 0 v v e s e e e s N - _.72.33

{3) Bonds and Common Stocks Deposited with Others

Commaon stoeks with a cost of $2,619,268 (macket value $2,437,500) at December 31,1575 and bonds with amortized
cost of §20,911,305 and $15,294,910 al December 31, 1975 and 1974, respectively, were deposited in trust with various
regulatory authorities or others,

{4} Ilnvestment in Sccurilies of Unalffiliated Companics
A summary of the aggregate cost and approximate markel value of investments in sccurities of unaffiliated
gcompanies nt December 31, 1975 und 1874 is as lollows;

1975 1974
Cust Markot Cost Markot
Bonds . . .. ..., . .. ... STB760045  S744BP085  S7ASHOGS1  $58.907.900
Equily securitivs:
Preferretatocks . . 0 0 0 L L L, 2,558,275 2,186,871 2,455,185 1,842,817
Commonstocks . . . . . . . .. 39,341,135 39,280,357 _ 50,669,865 34,802,358
§41,899,410 $42,167,228 $54,525,050 $36.645,175

At December 31, 1975, with respect Lo equity scourities, gross unrealized gains were $3,795,267 and gross unrealized
losses, $3,527.448. A net realized loss of $2,888,062 (before tax benelit) on the sale of securities was included in the
determination of net inceme for 1975. The cost of securities sold is generatly determined on a fiest-in, first-out basis.

(5) Investmentin Blue Chip Stemps

The carrying value of the investment in Blue Chip Stamps (*Blue Chip") represents the cost, less amortization of
the net excess of cost over equity in net assets at dates of acguisition, plus equity in undistributed earnings. Deferced
taxes of $337,786 and $191,800 0t December 31,1975 and 1974, respectively, have been provided with respect to the equily
in undistributed earnings assuming their ultimate distribution as a taxable dividend.

The investment in Blue Chip is summarized as follows:
_ December 31,

1975 1974

Sharesowned . . . . L L0 0L 00 0L 0 0 s s s e e e e 1,325,203 _.1.825,233

Percentage of total outstandingshares . . ., « « . v o o0 00 o 25.6% 3_5.9%

Cosl, represented by:

Underlying net assel values at dates of ncquisition . . . e 513,084,112 513,084,112
Net excess gost, less amortization of $1,353,994, 1975 and $1,179, 878 1974, __ 69682 870,603
13,780,584 13 954,715
Equily in post-acquisition undistributed earnings . . ., . . . . . . ., 4,006,885 2,069,283
bw 77.'!’ 479 313.933 998

The excess of cost pver equily in net assets is being amortized over eight years from the beginning of 1072,
Amortization was $174,121 for 1975 and $384,200 lor 1974,

As indisated above, Derkshire Hathaway Ine. tind its subsidiaries own approximately 26% of Blue Chip; these
holdings plus holdings of ether persons who may be considered affiliales aggregute over 50% of Blue Chip's outstanding

shares.
13
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Blue Chip Stomps, n California corporation, and its subsidiacivs are engaged in four lines of business: (1) Blue Chip
provides a trading stamp serviee to retail merchants and their customers in California and Novada, {2) A division, Blue
Chip tneentives, on a nationwide basis, develops incentive programs for businesses and alse develops, for oil
companics and other large issuers ol credit cards, complete merchandise packages for their credit eard holders, (3) A
subsidiary, See’s Candy Shops, lncorporated, produces quality candy and confectionary products in fully equipped
kitchens in Los Angeles and South San Francisco. The candy is sold fresh to the public In appreximalely 170

company-operated shops in ten western states ingluding Haveaii, (4) A 64%-owned, unconsolidated subsidiary, Wesco
Financial Corporation, owns all of the outstanding stock of Mutual Savings and Loan Association, Mutual's head office
is in Pasadena, and its fifteen other locations are also in Southern California.

The financial statements of Blue Ghip as of March 1, 1975, and for the 52 weeks then ended (audited), and as of
November 29, 1975 and for the 52 weeks then ended (unaudited) reflect the following:

BLUE CHIP STAMPS
Consolidated Balance Sheets

{000 amitted)
Assets Mar. 1, 1975 Nov, 29, 1975
S T {Unaudited)
Cash o e e e e « e e e s $ 1508 § 2807
Marketable sm.uran. at cosl (mnr!\Ll Mamh 1—-559.5‘!-1' November 29-3562,600) . 77,541 76,0495
Ivenlories  © . L 0 v L s L L L s e e e e e e e e e e e 1,767 13,024
Property, fixtures and eguipmenr, net T B,273 8,319
lavestment in Wesco Financial Corporntion ., I e e e 26,307 27,011
Excess of cost over equity in net assets of consolid ntmi t.uht.ldnry e e 15,883 15,595
Oherassels . 0 0 0 0 0 0 L s s L s e e e e e e 12,218 13,008
$ 153.-1 )‘i $157,464
Liubilities and
~ Stockholders® Equity
Liability fur unredeemed trading stamps v e e v e e e $ 72183 § 70,062
Gy subordinated debenturesdue 1978 . . L L L L L L L L L L . L, 6,512 6,392
Othor linbilities St e e e e e e e e e e e e e 74N 8,853
Stockholders’equity . v 0 0 v v 0 L L 0 L 0 L s s e e - 67,309 247
§153,465 $167.454
BLUE CHIP STAMPS
Consalidated Earnings Summarics
{S000 omitted)
52 weeks 52 weeks
ended entded

Mar. 1,975 Nov. 29, 1975

{(Unuudited)

Stamp service revenues Cr v s e v e e e e § 25,564 § 21,502
Merchandise promotions and ingentivesales . . . . . . . . . . . . . 11,022 12,804
Cantdysales . 0 0 0 0 0 0 L s e s e e e e e e e e e e 42,907 47,502
Otherrevenues . v o v 0 L v 0 0 000 o 0 s s e e ~haze ~ G,657
Totolvevenues o .« 0 0 L L L 0L L s s e e e e . SB‘I 365 S 88,545
Earnings before securities gains (losses) and extraordinary credit Ve e e s § 7..)[1!] S 7.5[3!1
Pershare « o v . v v v v s v v e e e e e e e e 1.45 1.46
Nebearnings « . . v 0 v 0 v e v e e e e e e e e e e e e 8,665 9,183
Pershare . . . . o 4 0 L 0 s 0 s e e e e . 167 LI
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Had the provistons of statement of Financial Accounting Standards Ne. 12 been effective with respeet 1o the
preceding presentations, Blue Chip's morketable sequrities would have been carried in the November 29, 1975 balanco
sheed at market value which amount was, as indicated, $13,495,000 less than cost, Such amount would have been
applied as a reduction of stockholders’ equity of Bive Chip Stamps, and Berkshire Hathaway Inc, would have recorded
its proportionnie share of such reduction, or $3,455,000 as a reduction of its stockholders’ equily at January 3, 1976, Of
such amount, $2,580,000 would have applied as o reduetion of capital and surplus of the Insurance Group as of
December 31, 1975,

Blue Chip financial statements for their fiseal year ended March 1, 1975 {(and for certain prior yeaes) revealed
significant litigation proceedings against the Company. The Company stated with regard to certain of these proceedings
that & possible result could be 1o “eompel it to discontinue issuance of teading stnmps.™ Additienal proceedings involve
substantinl contingen! liabitities: the accountants’ opinion covering the Rnancial statements of Blue Chip Stamps as of
March 1, 1975 and for the fiscal year then ended, as well as that for certain preceding years, was given subject to the
effect, il any, of the legal proceedings referred to,

{) Investments in Unconsolidated Subsidiaries

The investment in the unconsetidated bank subsidiary represents approximately 984 of the outstanding stock of
The 1ilinois National Bank & Teust Co, of Rockford, The equily method is used in accounting for this investment, See
note 14 regarding divestiture of this investment. Financial stalements of The fllinois National Bank & Trust Co. of
Rockford and subsidiary are presented elsewhere herein.

The carrying values of $24,544,662 al January 3, 1976 and $23,604,212 at December 28, 1974 for all unconsolidated
subsidinries were npproximately $2,500,000 in excess of the parent Company's equity in the net assets s reflected in the
financial statements of the subsidinries ot those dates. This excess cost originated prior lo November 1, 1970 and is not
being amortized since it is considered by management to have continving value over an indefinite period,

{?) Receivables
Accounts receivable from customers, agenls and others was made up of the following:
December 31,

Insurance Group:

Agents’ balances and premiums in eemrse of collection . . . . L 0 L $ 6,949,958 $ 9,583,769
Investment income due and accrued e h e v e e e e e e e 1,649,282 1,438,492
Reinsurance recoverableon loss payments . . . o . 0 . . . . 4,520,912 2,459,093
Amoutnls due from sale of securities e e e e e e 23,084 31,055
13,143,246 13,513,300

Textila business trade accounts receivable (less atlowanee for doubtful accounts,
1975—5362,095; 1974—8331,394) S oh e e e e e s 6,566,859 4,977,918
$19,710,105 $17,801,227

(8) Inventories
A summary of inventories follows:
Jan. 3, 1976 Dec. 28, 1974

Raw materfalsandsupplies . . . . . . . ¢« o o 04 00w e $1,717,825 $ 832,210
Stockinprocess . . . . v v b v h e e e e e e e e e e e 2,987,238 1,425,670
Gricgeand finishedcloth . . . . . + o . o o o000 0 L 3,430,552 3,741,672

$8,135,615 $5,999,552

Cost of inventories of the parent Company are determined by the last-in, first-out {“*LIFO") method. Cost of
inventories of subsidiaries are determined by first-in, first-out ("FIFO") method. Cost using FIFO for all inventories
would have exceeded balance sheet carrying amounts by $1,261,642 and $1,234,436 at January 3, 1976 and December 28,
1974, respectively.
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANGIAL STATEMENTS, Conlinued

{(9) Real Estate, Equipment, Furniture and Leaschold Improvements
The composition of plant and equipment is shown below:

. Propurtics
of textile
Jauuary 3, 1976 aperations
Land . . . . . 4 L . . $ 84,860
Buildings e e e e e . 2.409,214
Machinery and equipment PR . . 13,035,988
Furniture and fixtures and leaschold lm[)l‘D\’L‘lllLlllh 772810
16,302,872
Less accumulated depreciation and amertizalion 14,106,876

December 28, 1974

Land . . . oL 0L L ..

Buildings e e e e 2,408,214

Machinery and equipment . . 12,734,171

Furniture and Nurcsnm.lu‘:sehu!d :mprn\'emcnls . . __Baago2
16,064,237

Less aceumulated depreciation and amortization : . 13,730,358
$ 2,032,079

(10} 7% Suberdinated Debentures

Propertics
of Insurance
_ Group Total
$ 83.847 $ 168,707
1,260,589 3,670,203
- 13,035,988
1,141,562 1914372
2,486,298 18,789,270
960,152 _15,067,028
51.5"6.246 S 3 ?&" 242

§ 834847 § 168707
1,254,363 3,663,577
- 12,734,171
1,053,380 1,888,372
2,391,580 18,454,827
810,996 14,541,354
Sl 580,594 $ 3,913,473

Debentures bear interest at the rate of 7%% payable February 1 and August 1 and will be due on August 1, 1987, The
debentures are not secured by any lien and are not cunvertible; they are subordinated to senior indebtedness which
includes indebledness of the parent Company for money borrowed. The debentures may be redeemed at par at the
Company's option. The indenture under which the debentures were issued requires the parent Company to redeem
$42,800 principal amount of the debentures, through a sinking fund, annually on August 1 through 1986.

{11) Sundry lustallment Promissory Noies
This caplion includes the following:

Parent Company:
8% nole issued May 1974, repayable in monthly installments of $13,071 includ-
m;, interest, through February 1988 . . . . . . . e
% notes issued April 1975, rcpnyuhll. tn annual ln‘;hllmcnlq 0[3"87,500 nlm
mlcrml in cach of the years 1977 through 1980 . . . , . . . . , .
Obligations of subsidiary acquired in 1975:
6% note issued 1973, repayable in semiannual instatiments of $80,000 plus
interest throngh August 1, 1978 e e . e
Nole issued 1973, principal repayahle inannual mstallanla o!'S?O 000 through
May 1, 1983, plus interest at 5% through April 30, 1978 an:l 6% thereafter®
% nole issued in April 1975 with a fixed due date of April 30, 1980, contingently
due earlier*

*Guaranieed by parent Company,

Berhshire Elathasway Ine. 1975 Annaal Reporl (o the Stockhalders

__December 31,
1975 1974
$1,217,480 $1,274.437

1,150,000

480,000
560,000

105000 -
$3,602,480 $1,274,437




(12) 8% Senior Notes due 1993

; Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDI!ARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Contir:ed

The parert Compauny in 1973 issued $20,000,8008% Senior notes with final maturity March 1, 1993. The noles call for
mandatory annual prepayments of $1,143.000 on March 1 in each of the years from 1979 10 1992,
prepayments are permitted without premivmup to the amount of the required prepayments incach of the years 197910
1992; this right is not cumulative. Additionally, the parent Company may also prepay the nutes at any time, in full or in
parl, at o premivm declining ratably from the current rate of approximately 7% to par in 1992, The parent Company
agreed il will not affest any optional prepayment prior to March 1, 1883 from praceeds of any refunding aperation

involving the ingurring of any indebtedness at an elfective annval interest rate of less than 8%.

ln the note instruments the parenl Company agreed, among other things, as to both the parent Company and
restricted subsidiaries, as defined, to limitations as lo permissible outstanaing funded debt and subordinated funded
debt and to a limitation on morlgage debl excepl as to afler-acquired property. Further, the parenl Company
covenanied that it would nol make “restricted payments®”, which teem includes dividends or other equity distributions
plus investment in unrestriclod subsidiaries (those not bound by the terms of the loan agreement), in excess of staled
formula amounts. Retained earnings of approximately $26,000,000 as of January 3, 1976 are uncestricled by this

provisivon: the remainder is restricted.

The loan agreement also contains limiting terms relating 4o sales of the Company's assels, mergers and gonsolida-
tions, and allows the noteholders to demand prepayment, at par, within 60 days of notice that, durin;) the lifetime of
Warren B, Buffett, stock ownership in the parent Company by Warren B, Buffeit and the members of his immediate
family, including certain trusts and charitable organizations, has decreased 1o less than 15% of the outstanding capital

stock of the parent Company,

{13} Income Taxes

Net recoverable income taxes credited 1o 1975 carnings represent a current expense crf'dl! of 54,313,045 and a
deferred expense credil of $525,014, composed of the lollowing:

Totuts:
Credit {expense) applicable to operating loss . .

(Charge} applicable to equity in carnings of Blue Chip blamps

Credit applicable to realized investment losses . .

Current gredit (expense) appticable to;

Operating loss . . e e e e e s
Dividends [rom Blue Chlp Sldmps e e e e e e
Realized investment losses G e e e e

Deferred credit {expense) applicable to:
Change in deferred insurance preminm acruisition costs
Accreted disgount on tax freebonds L 0 0 0 L L
Undistributed incoms of Blue Chip Stamps . .
Cumulalive accreted discount on lax iree bonds ';old
Benefit of capital loss carryover . . . . . . . .,

Totat credit {oxpense) . . . . . . . . . .

17

.

inclusive, Optional

Foreign,

U.S. state and
_Federal ocal _Total
. 54,528,600 $(131,521)  $4,397,168
. (168,886) - (168,886)
. 008770 T __ B08.776
§4,969,580 S(131.521)  §4.830.059
. $3,857,690 $(131,521)  $4.726,169
. {22,900) - (22,900)
608776 -~ .. 509,776
444,560 (181521} 4,318,045
. 696,000 — 696,000
. {2681,250) - (281,259)
(145,986) - (145,906)
104,185 - 104,185
. 152,075 - 152,074
535,014 - 525,014
$4,908.580 5(231,521)  $4,838,059
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Gontinued

A belore tax net loss of $146,494 was realized in 1975. A roconetlintion of the 1ax eredit from such net loss al the

statutory rate to the above credit follows:

Tax credit ot a8% statutory vale . . . . . . . . . . o L ..
Increnses (deereases) resulting yrom;

Tax-exempl interest income S e e e . . .
85% dividends received eredit:
On dividends from unaffiliated companies v e v e e e

On equily in earnings of Blue Chip Qmmps e e e . . .
100% exclusion reiating to equity in earnings of The Hlinois National B.mk R
Capital loss rate differential (30% vs. 48%) . . . . .« + . . .

Tax benefit to unconsolidated subsidiary . . . . . . . . . .
Other, el © 4 v v b 0 v vt e e e e e e e e e e e
Total tax credits G e e e e e e e e e e e e

.

+

-

.

.

DR Y

. LR

Amount
§ 70,000

2,137,000

978,000
957,000
1,656,000
(520,000)
{319,000)
(120,947}
$4,836,059

As of December 81, 1975, taxes paid and recoverable in the event of luture operating losses were minimal, Unused
net operating loss carryovers in acguired subsidiaries exist in the amount of $2,600,L00 expiving in 1977, 1978 and 1979
These can only be offset agains! taxable income earned by the acquired subsidiaries, and any tax benefits realized
therefrom would be rccounted for as a reduction of purchase price resulting in their amortization into income over o

period not to exceed lorty years.

Net recoverable income laxes credited to 1974 earnings were made up as follows:

Foareign,
u.s. state and
Federal lacal Tolal
Totals:
Credit (charge) applicable to operntmg earnings . . . s+ .o+ 82187851 §(177,530) 52,010,321
(Charge) applicable to equity in earnings of Blue Chip Smmps . (112,080) - {112,096}
Credit applicable to realized investment losses . . . . . . . 567,678 —_ 567,678
$2,643,439 $(177,530) 52,465,909
Currently recoverable (payable):
From net operating loss from insurance underwriling and manufactur-
inpg operations P . e e e e e $1.842,4983 $(177,530) $1,664,953
On dividends from Blue Chlp Stamps e e e e e {20,290} - (20,290}
From carryback of realized investmentlosses . . . . . . . . . 567,678 — 567,678
Totalgurrent . . . . . . . . 0oL <. 2,389,871 {(177,530) 2,212,341
Deferred credit (expense):
On equity in undistributed earnings of Blue Chip Stamps e {91,800) - (91.800)
On net accreted discount on bonds e e e e e e e e e {75,632) - (75,632}
Credit [or tax effect of reduction in deferred insurance premium acqui-
sition costs o e e e e e e e e e e . 421,000. - 421,000
Tetal deferred e et e e e e e 253,568 — 253,568
Taotalincome taxcredits . . . . . . . . . .+ . . . . §2,643430 ${177,530)  $2,465,909

Total net income after taking into account realized investment losses, but before income taxes, was $4,577.252.
Income tax expense of approximately $2,197,000 would result if computed by applying the statutory U.S. Federal
income tax rate of 48% to income before taxes. A reconciliation of the difference is as follows:

18
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Berkshire Hathaway Inc.
AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Amount
Tax expenseat statutoryrale o+ o . 0 0 0 L 0 0w 0 0 b e 4 e e e e e $(2,197,000)
Decreases {increases) resulting from:
Tax-exempt interest income s e e e e e e e o e e e e . 2,082,000
100% exclusion relating to equity in earnings of The Hlinois National Bank e e 1,965,000
85% dividends received credil:
On dividends from unaffiliated companies e e e e e e e e e e e 1,065,000
On cquity in earnings of Blue Chip:-Stamps - e e e e e e C e 32,000
Amortization of excess of gost over net assets of ‘;ubmdmry and inveslee (nnt dcducuble for tax
purposes) . . . e e e e e e e e e e e e e e e {249,000)
Capilal loss rate dlffeu.nlt.i] (30% Vs, B .) Ve v e e e e e e e e e e (344,000)
Tax benefits to unconsolidated subsidiary e s o e e e e e e e (620,000}
Miscellaneous . © . . L L L L L L e e e e e e e e e e e e e 111,809
Total tax credils . . . . e e e e e e e e e 52,465,508

(14} “One-Bank Holding “ompany" Status

The Company it oank holding company under Federal legislation enacted in 1970, It has filed with the Federal
Reserve Board an irrevocable clection o divest of its holdings in The Mlinois National Bank & Trust Co. of Rockford
prior te January 1, 1961, No determination kas been made as to how it will effect such divestiture, and so long as the
Company controls the bank il is subject Lo the restrictions imposed upen it by the Bank Holding Company Act.

(15) “Savings and Loan Holding Company” Status

The Company, as a resull of its invesiment in Blue Chip Stamps which in turn holds controlling interest in a
California savings and loan association. is a savings and loan holding company under the Savings and Loan Holding
Company Amendments of 1967. As such, the Company is subject lo the restrictions and regulatory requirements
imposed upon it by the Savings and Loan Holding Company Act.

{16) Subsequent Event

In early January 1976, National Fire & Marine Insurance Company acguired forapproximately $2 million all of the
outstanding capital stock of Kerkling Reinsurance Corperation ("Kerkling™}, a Nebraska compuny engaged since its
inception in 1970 in the underwriting of reinsurance risks. lis business has been derived essentiaily through the
reinsurance department of National Indemnity Company. Kerkling’s annual premium volume has been less than §1
million annually; its tolal assets at December 31, 1975 approximated $4 million. The purchase price for this corporation
was book value, adjusted to generally accepted accounting principles.

Innrelated transaction on the sume date, Berkshire Hathaway Ine, acquired substantially all of the other net assets
of Kerkling's parenl company, These acquiitd assels consisted of all of the outstanding stock of Transportation
Facilities, inc., a corporation operativn a small insurance brokernge business, plus the net assets comprising a business
engaged inthe manufacture and sale of branded chemical products used in the automolive after market. The latter were
acquired through a newly lTormed subsidiary of Berkshire Hathaway Inc, K & W Products, Inc. The acquired
manulacturing facilities are located in Los Angeles, California and Bloominglon, Indiann; K & W products are sold
nationwide. Sales volume of this business approximated 52,5 million in 1875, Purchase price for these ussets approx-
imated 52.25 million, of which approximately 51 million was funded by issuance by Berkshire Hathaway Inc. of 9%
installment promissory nates, The notes issued have maturities extending to 1987,

(17} Litigation

The company, together with 2 number ol subsidiaries, officers, directors d@nd emiployees of the Company and
certain subsidiaries, was named as a defendant in a lawsuit filed in mid 1975 alleging numerous causes ol action and
sceking damages of several million dollars. Since the filing of the complaint, interrogatories have been served upou the
plaintiff but the plaintiff has refused to answer such interrogatories, has refused to testify in pretrial proceedings
relating to performance of certain of its obligations, and has conducted no discovery in this matter. In the opinion of
counsel for the Company, the Gompany will not he affected materially by the final outcome of the proceeding.

19
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Berkshire Hathaway Inc.
INSURANCE GROUP

BALANCE SHEETS

ASSETS
Investments — other than investments in affiliates (notes 3 and 4):
Bonds, at amortized cost A
Preferred slocks — at cost ..
Commaon stocks — at cost o e e e e e e e e,
U, 8, Treasury Bills — at cost which approximates markel
Total investments — other than investments in affiliates

Cash .o . L

Investment in Bluc Ch]p Stamps (note G)

Accrued investment income . e e e e e e
Premiums receivable and agents’ balances S e e e e e e
Reinsyrance recoverable on paid losses . . .

Property and equipment, at cost less accumulated de[‘EGlﬁllO]‘l (nole 9)
Deferred premium agquisition cosls ;
Recoverable Federal income taxes

Otherassels . .

LIABILITIES, CAPITAL STOCK AND SURPLUS

Losses and loss adjustiienl expenses . . . e
Unearned premiums

Funds held under reinsurance treatles
Delerred income texes
Olher liabililies .

Capital stock and surplus:

Commean stock of National Indemnity Company of 810 par value. Autho-
rized 750,000 shares; issued 550,000 shares .

Common stock of National Fire & Marine Insurance Company of 5100 par
value. Authorized 50,000 shares; issued 25,000 shares e e e

Paid-in surplus . . . o e e e

Unassigned surplus (nole D} PR

Total capital slock and surplus

See accompanying notes to financial statements.

Herkshire Hathaway Ine 1875 Annual Report to the Stockholders

December 31,

§ 78,760,945
2,558,275
39,341,135
13,912,843

1974

3 71,530,651
2,805,185
50,669,865
9,138,663

134,573,198

2,000,940
15,400,558
1,649,292
6,949,956
4,520,912
1,626,246
2,950,000
4,100,060
387.403

134,194,364

1,513,636
14,370,980
1,438,492
9,583,769
2,459,093
1,580,594
4,400,000
2,600,734
196,560

5174,058,505

$172,338,222

73,033,492
22,344,290
2,939,462
2,472,002
2,322,089

72,761,097
21,704,867
2,857,284
3,034,000
1,750,074

103,111,335

02,107,322

5,500,000

2,500,000
20,601,250
42,345,920

5,300,000

2,500,000
20,601,250
41,629,650

70,947,170

" 70,230,900

5174 058,505

$172,338,222




Berkshire Hathaway Inc.
INSURANCE GROUP

STATEMENTS OF INCOME AND UNASSIGNED SURPLUS

Year Ended
__ December 31,
19/5 19?-!
Underwriling ingome;

Premiums written . . . .. . . e e e $58,975,130 560,996,616
Inerease in unesrnad ])rem:umq . e e . {639,424} _ (422,887)
Premiums earned - . . 58,335,706 _60,573.729
Losses and claims . . . . . . . e e 39,285,324 38,615,906
Loss adjustment expenses . v e e s . e e 7,952,413 8,503,940
Underwriting axpenses (note E) e . . 21,744,891 20,345,744
68,982,628 67,465,590

Underwriting ioss . . . e (10,646,922 (6,891,861)

Investment income:
Interest on bonds v e e e e I . 6,035,808 5,103,543
Dividends on stock of unaffiliated t:ompdnms e e . 2,456,103 2,811,980
Realestate income . . . . . . . . ., e e e e e e e 287,314 286,307
8,780,225 8,201,830
Less investiment expenses . . . . e e __daso18 822,010
Net investment income s . . . . 8,441,307 _ 7.875.820

Other expense . . . . . . C o 121451 95,708

Income (loss) before income taxes and ilems below N . (2,327,066) 892,251

Applicable income tax gredit (note F) s e e e e e 3,924,410 2,184,761
lncome before items below . . . . . . . . e 1,507,344 3,077,012

Equity in earnings of Blue Chip Stamps . . . . . . 1,140,953 791,985
Income before realized losses on investmerits BN 2,738,297 3,868,997

Realized loss on investments . . Vo e e e e (2.888,062) (1,908,083)
Applicable income lax credil (nole [‘) .. e e 866,035 567,678
Nei realized loss on investments (note GY . . ., . . . 2,022,027) (1,340,415)

Net unrealized appreciation {depreciation) in market \mlues ol' pre-

ferred and common stocks of unaffilizted companies ol $17,148,000 in

1975 and ($4.356,000) in 1974 have not heen included in the delermi-

nation of net income.

Nettncome . . . . . . . e e e . .. e e 716,270 2,528,582

Unassigned surplus at beginning of year e e e e e 41,629,650 39,101,068
Unassigned surplus alend of year . . . . . .o . $42,345,920 541,629,650

See nceompanying notes Lo financial statements.
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Berkshire Hathaway Inc.
INSURANCE GROUP

STATEMENTS OF CHANGES IN FINANCIAL POSITION

Year eaded
December 31,

1975 1974

Funds provided:
From operations:
Netincome . . . . . . . . . .. 0.0, . § 716,270 § 2520582
Charges (eredits} to income not requiring {providing) funds:

Equity in uadistributed earnings of Blue Chip Stamps . (1.029,578) (654,706)
Acecretion of discountonbonds . ., . . . L L. .. (384,278) (442,153)
Depregiation . . . . . . . . . . . .. . 152,155 147,972
Increase in unpaid losses and loss expense . . . . 272,385 11,085,329
Increase in unearned premiums . . . L, . 639,123 122,887
Ingrease in funds held under reinsurance treaties . . .. 82,178 1,539,079

Decrease (increase) in agents’ balances and premiums in course of
colleclion . . . . . . . . . . 0 h e e e e 2,633,813 (2,691,992)
Ingrease in reinsurance recoverable on loss payments . . . (2,061,819) (1,960,169)
Decrease in deferred nequisition costs e . . 1,450,000 840,000
Decreasein liability forincometaxes . . . . . . . (561.998) (705,670)
Increase in recoverable income taxes . .. .o (1.499,266) {2.600,734)
Other,net . . . . . . . . . . ... . . - 170,372 {115,130)
(136,603) 4,865,713
Funds provided froi: operations . . . 579,667 7,394,205

Netsale of investments . . ., . . . . e 5444

585,111 S 7,304,285

Funds used;
Purchase of furniture and équipment . . . . 97,607 123,394
Net purghase of investmients . . . . . . . . . - 7,222,624
Increaseineash . . . . . . . . . . . . 487,304 48,277
585,111 § 7,394,295

Net purchase (sale) of investments:
U. 8. Treasury Biils , . . . 4,774,180 7,738,225

Bonds . . . . ... L0000 6,846,016 (1.985,528)

Preferred stocks . . ., . . . R Ce {296,910) 556,837
Common stocks of unaffiliated companies Coe . . . (11,328,730) 913,087

Net cost of investments (sold) purchase e e . s (5.444) § 7,222,624

Sce accompanying notes to financial statements.
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Berkshire Hathaway Inc.
INSURANCE GROUP

NOTES TO FINANCIAL STATEMENTS
December 81, 1975 and 1973

{A) Note References

Numerical note references are to the notes Lo consolidated financiat slatements of Berkshire Hathaway Ine and
consolidated subsidinries, Note 1 Lo such statements includes n summary of signilicant accounting policies and

praciices of the Insurance Group.

(B) Basis of Presentation

The inancial statements of Berkshire Halhaway Ine, — Insurance Group include the accounts of wholly-owned
subsidiaries of Berkshire Hathaway Ine, which are engaged in fire and casualty insurance underwriting, The
statements are presented on a combined basis with significant intercompany teansaetions and balances elimi-
nated. and in aceordance with generally ageepted acecounting principles {(GAAP) which differ in some respects
from principles prescribed or permilted by insurance regulatory authorities (statutory methods) in nccordance
with which the compinies maintain their records, A regonciliation of the aggregate capilal stock and surplus
{Surplus as regards Policyholders™) as determined under the statutory method 1o that determined and reported

herewith in aceordance with GAAP 15 as [ollows:

Statutory surplus as regards policyholders .« . . . . . . e

Excess of NAIG market valuations over cosl valuations of uwvslmentq in eqully securi-
ties {excluding stoek of Blue Chip Stamps) . . .+« v o o 0 o0 v

Excess of cost over NAIC murket valuations of investments in equily securities {exclud-
ing stock of Blue Chip Stamps) v e s . v et e s .

Exceess of careying value of investment in Blue Clup 'alnmps ((lLlurmmcd umlu- GAAP
pursuant Lo lhe equity method) over NATC market valuation .

Deferred insurance premium agguisition costs e e e s

Excess statutory liabilily loss veserves Vv e e e e e

Net recoverable from unauthorized reinsurers . -

Sundry nonadmitted assels e e e AN

Income tax effect und adjustments . . .« . . . 0 00 L

Capitel stock and surplus per accompanying financial stalements

Statutory nel income is reconciled Lo GAAP net income as {ollows:

Statutory net income . ., . et e e e e e e e e

Deceease in deferred acquisition (‘D‘;lh e e e Ve e e e e e e

Equity in undistributed cacnings of Blue thp Stamps, net of amorlization of excess cost

Amortization of exeess cost of investment in HMome and Auiemobile Insurance Company

Income tax effects and adjustments o e e e e e e e e s
Net inconie per secomponying Anancial stalements . 0 . ., -

~ Decemher 31,
1975 1974
855,406,942 $37.201.793

{267,018)
16,449,675

9,216,288 9,176,104
2950000 4,400,000
7643 1,850,644
2426692 1,706,012
2,930,725 142,802
_(2472,002)  (1,678,310)
ST0,947,170  §70,230,900

1975 1974
S1,814,603  $2,354,072
{1.450,000) {840,000}
1,020,579 653,706
- (93,066)
_(o78,002) 454,680
S 716270 52,520,602

Continued
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Berkshire Hathaway Inc.
INSURANCE GROUP

NOTES TO FINANCIAL STATEMENTS, Continued

{C) Investment in Blue Chip Stamps
The investment iu Blue Chip Stamps by the companies comprising the Insurance Gronp represented 989,403
shares, or approximately 19% of thal company's tolal outstanding shares at the end of hoth 1975 and 1974 The
carrying value was comprised of the fotlowing:

Becember 31,
1975 1974

Cost, represented by
Underlying net asset values at dates of acquisition o e e . SONLTTY S 9115779
Excess cost, nel of amortization of $1,764,181, 1975 and $1,279,853, 1974 19397314 2.421,642
11,053,003 11,537,421
Equity in post-acquisition undistributed carnings .. . “ L7465 2,833,559
515,400,558 514,370,980

The excess cost over underlying uet assels is being amortized over eight years from the beginning of 1972,
Aworlizalion charges against carnings of the Insurance Group was $484,328 in 1975 and S484.180 in 1974,
See alsu note 5 to consolidated financial statements of Berkshire Hathaway Ine. and consolidated subsidiarics.

(D) Stockholders® Equity
Surplus is restricted for dividend purposes by the insurance departments of the states in which the companies do
husiness.

{E) Underwriting Expenses
The following expenses made up underwriting CXPeNSes:

75 1574

lommissions and brokerage . . L L . e e . . SIAS12566 513,016,977
Salaries and other compensation . . . . . 3,027,661 2,816,040
Taxes, licensesand fees . . . . ., . . . . 1,508,145 1,396,162
Other underwriting expenses . . . ., . . - 2,246,497 1,276,581
Total statutory underwriting expenses e . . 20,294,681 19,505,744
Add decrease in deferred acquisition costs . 1,450,000 - 840,000
S2LPL001 520,345,744

Conlinued
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Berkshire Hathaway Inc.

INSURANCE GROUP

NOTES TO FINANCIAL STATEMENTS, Conlinued

{F} Federal Income Taxes
Federal income tax eredits {expense) are moade up of the follawing:

'l‘oltls'
sredit applicable o om\rulmg, earnings - . . s
((‘Imr;.,o) upplieable 1o cquity in carnings of Blue Cinp Stumm .
sredit applicable to realized investment losses . . . . . .
Total credits e e s e e s

sucrent tax credils and (expense) relating to:

1975
C e e ... 8BA24410
Ce e (126,102)
Coeoo e s 80GOS

v oh e w4 5664343

Net operating loss for tax purposes of insurange underwriling operations . . . $3,509,669

Dividends received from Blue Chip Stamps . . . . . . ., .
Realized investment gaing (losses) S e e e s

Total eurrent Ve e e e e e e

Deferred tax eredil and (expense) relating to:

Equity in undistributed earnings of Blue Chip Stamps . . . .
Acereled discount on honds Vo e e e e
Credit for tax elfect of redustion in deferred acquisition costs
Benefit of capital loss carryforward . . . 0 . 0 0 L L L

Totaldeferred . . 0 0 o 0 L

Total credits v e e e e s

e (17,100)
C e oo 609,776
Ce o 402385

e e (109,002)

e e e {(177,074)
e 696,000
T -
c v 561908

Ce . S4061343

1974

$2,184,761
{99,200)
567,678

$2,053,239

$1,839,393
{17.200)
567,678

2389.871

(82,000)
(75.632)
421,000

263,368
52,653,209

Totalnet loss after taking inlo account realized investment losses, bul before incoime taxes, was $3,948,073 for 1975
and §124,657 for 1974. Income tax credits of approximately $1,805,000 for 1975 and $60,000 for 1974 would result if
computed by applying the statutory U. S, Federal income tax rate of 48% to such losses Lefore taxes. A

reconciliation of the differences is as follows:

Tax credits at stalutory tale ., . v e
Increase {reduction) in eredits resulting fmm‘

“Tax-exempt inlerest o e e e
B5% dividends receivad credit relating to:

Dividends received from unaffilinted companies s

Equity in earnings of Blue Chip Stamps .+ . . . . .

E O ) LI S T

Amartization of excess of cost over net assets of subsidiary nnd mvesteu (not duduc-

tiblefortax purposes) . . . . . o . . . L
Tax benefittoaffiliate . . . . ., o 0 00
Capital loss tax rate differentiald . . . . . . . . . . . .

Miscellaneous e e e e e e e e o
Total credils e e e ey e e e
25

1975 1974

e v e . $1,895.000 $ 60,000
P 2,137,000 2,082,000
e s s 978,000 1,065,000
N - 715,000 561,000
e e (232,000) {277,000)
e (319,000) {620,000)
e e (520,000) {343,000)
Coe e e e s 10,333 125,239
P £4,064,343 $2,653,239

Continued
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Berkshire Hathaway Inc.
INSURANGCE GROUP

NOTES TO FINANCIAL STATEMENTS, Continued

(G} Investment Giins and Losses
A swmmary of realized and unrealized investmoent gaing (losses) for 1975 and 1974 is as follows:

o 178

Applicable
CGross  tax Net  Unreolized

Bonds e e e e o . S 29041 S(7,712) & 167329 8§ -
Preferred stocks . C e e e e . .. 28,450 (8,535) 19,915 1,044,000
wmmonstocks . . 0, L L 0L L L . . [8.155.5513) 6,282 (2,208,271} 14,104,000
$ (2.888,062) SBOG085 S (2,022,027)  $17,148,000

o 1974

Applicable
. Gross tax Net  Unreglized

Bonds . . . . . . . s e e w e .. s o7 ${27.417) S 64500 S -
Preferred stocks e e e e e e (138,579) 41,229 {97.350} (901,000)
Common stocks e e e . .« - . (1,862,331) 533,760 (1,307,565)  (3,455,000)

S(L90B003)  SSG7.670 S (LMNAIS) S (4,356,000)
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Pear, Marwick, Mirenenn & Co.
CERTIFIED PUBLIC ACCOUNTANTS
200 WEST STATE STREET, SUITE 700
ROCKTFORD, ILLINOLIS 41101

The Board of Directors
The Illinois National fank &
Trust Co. of Rockford:

We have examined the consolidated balance sheets of the Illinois National
Bank & Trust Co. of Rockford and subsidiary as of December 31, 1975 and
1974 and the related consolidated statements of earnings, changes in
stockholders' equity and changes in financial position for the years then
ended. Cur examination was made in accordance with generally accepted
auditing standards, and accordingly included such tests of the accounting
records and such other auditing procedures as we considered necessary in
the circumstances.

In our opinion, the aforementioned consolidated financial statements present
fairly the financial position of the Illinois National Bank & Trust Co. of
Rockford and subsidiary at December 31, 1975 and 1974 and the results of
their operations and changes in their financial position for the years then
ended, in conformity with generally accepted accounting principles applied
on a consistent basis.

Rood, Monumd. | ppitihild ¥ta .

January l4, 1976
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Berkshire Hathaway Inc.
BANK SUBSIDIARY

The Illinois National Bank & Trust Co. of Rockford
AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS.

Becember 31,

ASSETS 1975
Cashand due frombanks . . . . , . e e e 5 18,797,271
Investment securitics (note 2):
Linited States Government obligations -
United States Government agencies v
Obligations of states and political subdivisions 46,769,523
Othersecurities . . . . . 4,327,088
Federal funds soldl e e e e e e e . . -
Loans (nates 3 and G) v e 58,081,252
Bank premises and equipment (nole 4) 866,626
Accrued interest recivable | 2,040,987
Otherassels ., ., . v . 514,603

Sl?l A 15, .!31

24,180,903
15,576,774

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:

Demand deposits
Time deposits .

Total deposits
Fedural funds purchased .
Acgrued taxes and ather linbilities {nulea 5 and 6)

Total linbilities  ,

Stockhoelders” equily:
Common stock of $20 par value. Authorized and issued 250,000 shares
Surplus . . . ., e e
Undivided profits (noll, 6} N
Reserve for cantingencies .
Total stockholders’ equity

§ 53,477,577
93,501,325
146,978,002
1,000,000
1,303, -12"
149.262:321

5,000,000
5,000,000
10,872,007
1,001,000
_ 21,973,007
5‘171 25*3\ 3'11

, }
_See accompunying noles to consolidated financial statements of bank subsidiary,
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3 21541577

565,107
10,050,113
45,857,638

3,845,970
5,000,000
70,133,624
1,008,749
1,812,021
1.044.645

5160 H(Sl 444

§ 53.177.813
_ 85,519,225
138,697,098
1,222,737
139,918,775

5,000,000
5,000,000
9,940,669
_ 1,001,000
"ﬂ 94! 041,664

$160,861,444




Berkshire Hathaway Inc.
BANK SUBSIDIARY

The Illinois National Bank & Trust Co. of Rockford
AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF EARNINGS

_ Years ended December 31,

1975 1974
Operiating income:
imerestand fsesondoans . . 0 . L L L L L L L L L L. § 5711826 $ 6,607,862
Income on Federal fundssold . ., . . . . . . O L L. .. 213,649 361,452
Interest and dividends on:
United States Government obligations . . . . . . . . . . . 700,630 42,986
United States Government ageneies . . . . . . . . ., . . 913,779 848,579
Obligations of states and political subdivisions . . . . . . . . 2,796,479 2,797,632
Other securities and lime depusits G e e e e e _ . 460,635 _ 284,283
Total interest income e v e e e e e e e s 10,796,998 10,992,794
Trustlees 0 0 L L L L L L L e e e e e e 503,178 434,201
Service charges on depoesit accounts e v e e e e e e e 133,645 139,060
Other . . . . . s e e 683,220 550,578
Total operaling income . . . . . . . L L L L. 12,017,050 112,125,633
Operating expenses:
inleres! on deposits e e e e e e e e 5,140,802 4,954,302
Interest onborrowed money . 0, L 0 L L L L 0L L L L. 3795 14108
Total interest e e e e e e e e e e e e 5,194,547 4,868,408
Salaries . . . L L L L L L 0L s e e e 1,642,956 1,551,511
Employee benefits (note?) . . . . 0 L L L 0 0L 0 oL L, 202,981 235,573
Oceupancy, nel {neted) . . . . . L L L L L s .. 248,770 257,229
Furniture and equipment (note 4) e v e e e e e 246,233 248,078
Provision forloanlosses note ) . . . . . L L L . L L . . L . 11,900 19,300
ther . o L 0 L L oL e e e 766,203 592,448
Total operating expenses . . . . L L L L. . L, .. 8,101,640 7,888,542
Barnings before income taxes and securities gains . ., . 4,615.410 +,242,09%
Applicable income taxes, nel (note 5) . . . . L L L L 0 L L . . . . 136,502 _ 220,256
Earnings before securitiesgains  + . . . . . . . . . . . 3,478,908 4,021,835
Securities gains, net of related taxes of $2,185 in 1975 and $7,001 in 1974 {note 5) _ 52430 168,022
Netearmings . . . . . . . . . . ..o, 5 3,531,338 § 4,189,857
Earnings per share:
Earnings before securiliesgains . . . . . . . . L L . L L L. 513,92 $16.09
Seeuviliesgains . . L 0, 00 L0 0oL a2 67
Nelearnings . 0 . & 0 0 0 0 0 o s e e e e e $514.13 $16.76

See accompanying notes lo consolidated financial statements of bank subsidiary,
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Berkshire Hathaway Inc.
BANK SUBSIDIARY

The Illinois National Bank & Trust Co. of Rockford
AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Undivided
Common profits Reserve for
_stock Surplys {note 6) conlingencies
Dalance, December 31, 197 85,000,000 $5,000,000 S 8,500,812 $1,001.000
Netcarnings oot ivinvaans . - - 41894857 -
Cash dividends — $11 per share . = - {2,750,000) =
Balance, December 31, 1974 . 5,000,000 5,000,000 9,940,669 1,001,000
Net earnings - 3,531,348 -
Cash dividends - $10 per share ) — - {2.500,000) -
Balanue, December 31, 1975 . 55,000,000 $5.000,000 810,972,007 $1,001,000

See acummpanying notes to consoliduled financial statements of bank subsidiary.

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

Years ended
_____ Decemberst,
T‘l?a 1974
Funds provided:
Fron operations:
Net carnings . . . e .o § 9,531,938 S 4,184,857
Depreciation (mcludmg du‘n(‘l lcnsed oquipmml} . . .. 210,303 240,711
Provision [orloanlosses . . . . . . . . . . e 11.900 19,300
Deferred income laxes . . . e e o 53,633 235917
Provided from operations . ., . . . . . e e e s 3,807,174 4,686,785
Increase in:
Deposits . . . “ e v e e e e e e 8,281,864 1,530,545
Federal funds purchnse(l e e e e s . e e e e 1.000,000 -
Decrease in:
Loans . . . e e s s e e 12,040,472 -
Federal funds sn!d .. . e e e . . 5,000,000 —
Investment securities . Ve e e e e e e - 2,106,915
Cashand duefrombanks . . . . . e e e e e e e 2,746,306 5,140,076
Other,net . . . . .. e e s . 283,376 —

Total funds provndcd . o e Co e e e e $33,159,192 513,464,321

Funds used:
Increase in earning assets:
Loans . . e . . e e e e - 4,865,062
Federal funds ‘;old e e e e e e e e e e e e - 5,000,000
Investmen! scourities e e e e e e e e 30,535,264 -
Additions to bank premises and equipment, net e e e 79,428 44,891
Increase in direct leased equipment e e v e e . 43,500 -
Cash dividends . . . . . . . . . e v e e . 2,500,000 2,750,000
Other,net .« . .+ .« v . o ... R P - 804,368

Total funds used o e e e e e e e e e e $33,159,192 $13,464,321

See nccompanying notes to cansolidated financinl statements of bank subsidiary.
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Berkshire Hathaway Inc,
BANK SUBSIDIARY

The Illinois Naticnal Bank & Trust Co. of Rockford
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1975 and 1974

Significant Accounting Policies
The avcounting palicies of The llinois Naliongl Bank & Trust Go. of Rockford {n 97.7% owned subsidiary of

Berhshire Hathaway Ine) and its wholly-owned suhsidiary, Brown Building Gorporation, conform to generally
accepled accounting principles and to general practice within the banking industry. The following is a description of
t! = mare significont accounting policies:

Uansplidation

The consolidated financial sialements include those of the Bank and ils wholly-mwned subsidiary. AH significant
infercompany lransactions are eliminated in consolidation.

Ivestment Securitios

Investment securilies ~re stated at cost, adjusted for amortization of premium. Aceretion of discount is nol
reflecied in the accompanying statements and would not be material. Gains or losses on sales of investment
securities are recopnized unly upon realization and are shown separately in the statements of parnings,

Consumer Credil Loans

Consumer cerdit loans are geverally made vn a discount basis. Uncarned discount is taken into carnings over the
terms of the respective loans vsitg o method that approximates straight-line.

Bunk Premises and Equipment

Bank premses and equipment are staled al cost less aceumulated depreciation. Depreciation is comnuled on the
straight-lne method for building and automaobiles, and o an aceelerated method Tor improvements and other
equipment. Rates of depreciation are based on the following: buildings, 40 years: improvemenls and other
eguipmoent, 3-8 years,

Costs ol major additions and improvements are capitalized. Expenditures for maintenance and repairs are
charged against operations as incurred,

Inconw Taxes

The Bank utilizes the acerual method of aceounting for financial reporting purposes, but determines current
Laxable income on i cash basis, Investment tax credits are trealed as a reduction of the provision for Federal
income taxes in the year realized,

Provision for and Heser e for Loan Lossos

The provision for loan losses is based on past loan loss experience, management’s-evaluation of the loua portlolio
under current economic conditions, and such other factors as in management's besl judgment, deserve current
recognilion in estimating lean losses.

Investment Securities
A summary of investinents by major classifications is as lollows:

Dec, 31, 1975 Dee. 31, 1974

{in thousands) (In thousands)
Par Book Market Par Book Marke!
value  value  value  value  value  volue

11 8. Government—direct e e e 524,565 524,181 524,456 $ 565 $ §65 5 587
1. 8. Government —agencies Ve e 15,550 15,577 15,605 10,050 10,050 10,066

State and focal munigipalities e 47,680 46,769 44,474 46,474 43,778
Other . . . . .. ... ..... 502 4312 3,550
$92,824 561,301 '
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Berkshire Hathaway Inc.
BANK SUBSIDIARY

The Illincis National Bank & Trust Co. of Rockford
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

'The market value decline in investmenl securities is considered to bea temporary condition, in view of the [act that
managemenl presently intends {o hold the securitics to maturity or until any loss recognized would notmalerially afect
the resulls of operaticns.

Investment securities with @ book value of §7,552,917 and 57,575,779 al December 31. 1975 ond 1974, respectively,
were pledged to secure public deposils and {or other purposes,

(3) Loans
A summary of the major classilications of loans al December 31, 1075 and 1974 is as [ollows:

. 1975 1974
Commercial loans . . . . .« . . . . . e e e e e e e e e $27,331,810 $35.706,525
Consumer vredit logns (less unearned discount of $2,286,776 in 1975 and §2.722,089

MI974) . . L L o e e e e e e e e e e e e e 12,179,579 15,042,339
Floor plan loans e e e e e e e e e e e e e e e e 5,701,588 6,211,502
Realestateloans . . . . . . . . . .. o0 o000 L 13,576,010 13,893,176

H8,788,987 70,853,542
Less allowance for loan losses e e e e e e e e e e e 707,735 718,918

ss0.001252  $70.133,624
(4) Bank Premises and Equipment

Bunk premises and equipment are tecorded at cost less accumulated depreciation of $1,995,311 and §1.919,822 at
Becember 31, 1975 and 1974, respectively. Depreciation expense telaled $109,324 [or 1975 and $146.576 [ar 1974.

{5} Income Taxes

Accrued Lixes and other liabilities in the accompanying balance sheels include deferved taxes of $596,502 and
$542,869 at December 31, 1975 and 1974, respectively. Such deferred taxes result from timing differences arising from
reporting laxable income on the cash basis. The Bank and its subsidiary join in the filing ol u consolidated Federal
ingome tax return with the parent company, Berkshire Halhaway Inc. The tax benefil of deduclions by the parent has
beeu passed Lo the Bank, as shown in the Fellowing schedules.

Taxes applicable to net earnings were as follows:

1975 1974
Tax provision applizable to earnirgs before securities gains C e e $431,667 5759,929
Tax provision applicable te sgeurities gains . . . . . . . . . . . . 25,867 __as.380
457,534 _ 848,309

Liess tax benelit from parent corporation applicuble to:

Farnings before securitiesgains . . . . . . . . . . . . . L .. 295,165 534,673
Securitiesgains . . . . . . . L 0 L L. L0 L0 L e __ 23682 81,379
_ 318,847 621,052
Applicdbleinconie laxes,net . . . . . . . ., . . ., . $138,687 $227,257
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Berkshire Hathaway Inc.
BANK SUBSIDIARY

The Hlinois National Bank & Trust Co. of Rockford
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

The components of consolidated income {ax expense are as follows:

1975 1974
Current income taxes:
Federal . , . . . . . . e e e e e e e e $314,523 S5486,701
Less tax bevefit from parent .uapht:'\ble tor
Taxes eurvenily payable . . . . . . . . . . e 314,523 486,701
Recovery of prior laxes paid through nel aperaling loss mrwchk - 4,324 _ 134,351
“Total benefit fromparent . . . . . . ., 00 0L 0L 318,847 621,052
(4,324) (134,351)
Slate . . L L o L L s s s e e e e e e e _ 89,378 124,681
Total current income laxes e e e e e e e e e e e 85,054 __[(o,660)
Deferred income taxoes:
Federal . . . . . . . . .. . . . e e e e e s 60,517 222,635
Stale . . .. L0000 (6,884) 14,282
Toltal defecred income taxes . ., , . . . . . . . . . __ 53,633 236,917
Applicable income taxes,net . . . . . . . ., . . . . . 5138,687 $227,257

The sources of timing differences resulting in deferred income taxes and the tax effect of each were as follows:

1975 1974
Accrued earnings and expense not reporlnd for income tax purposes until collected
or paid, net e . . . . . 5 59,593 $185.795
Loan loss deduciions for h\ purposes in excess 0[ (l(,sr; lhan) llnl provldcd i‘m
financial reporting purposes Vo e e e e e e e e e __1("".“{..9_6_0) . 5L122
5 53,893 5236917

The totalingome lax expense for 1975 amounted (0 $138,687, an effective rale of 3.8% ($227.257 and 5.1% in 1974). The
reasons for the difference between Uhe effective tox rate and the corporate Federalincome tax rale ol 48% ure as follaws:

1975 1974
Percent Perecnat
of prelax of pretax
Amount _earnings Amount _earnings
Tax expense at statutoryrate . . . . 51,761,612 48.0% $2,120,215 48.0%
Increase (reduction) in taxes resulling irom
Tax-exempt interest e . (1,342,310) {36.6) (1,342,863) {30.4)
Slale income Laxes, net of Feder'ﬂ income
taxbenchits . . ., . . . . . ., 42,896 1.2 72,266 1.6
Tax benefit from pnrenl . e v s . . (918,847) (8.7) (621,052} {14.1)
Other—net ., ., . e e as6d) (1 —_{1,309) -
Actual tax expense . -+« « .5 138,687 J.8% § 227,257 5.1%

Tt is not expected that the cash outlay for insome taxes for any year through 1978 will exceed the income tax
expense for such year,
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Berkshire Hathaway Inc.

BANK SUBSIDIARY
The Jinois National Bank & Trust Co. of Rockford
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

(6) Allowance for Loen Losses

For the years ended December 31, 1975 and 1874, there ace cerlain changes in the method of presenting loans and
the allowance for loan losses [or financinl stutement purposes. Prior to such dales the valuation portion of the
allowange for loan losses was included with the deferred tax and contingency portion of the allowance and shown with
liabilities. At December 31, 1975 and 1974, loans are stated net of the valuation porlion of the allowance for loan losses,
the deferred tax portion ($211,543 for 1975 and $217,503 Tor 1674) has bren included in other liabilities and the
contingency portion {$307.802 for 1975 and $313,742 for 1974) has been included in undivided profits,

The following is a summary of activity in the valuation portion of the allowaace tor loan losses:

1975 1974
Balance at beginningefyear . . . . . . 0 00 L0 0 0L 0L 0L $719,918 5734,495
Recoverics on loans previously charged off v e e e e e e 27179 7,299
Provision for loan losses e e e e e e e e e e e 11,800 19,300
- 758,997 761,094
Lessloanschargedoff . . . . . . . .. .. 000 0oL L., 51,262 __AL176
Balangeatendofyear . . . . . . o . . L L L L L0 oL L. §707,735 5719018

{7) Pension and Profit-Sharing Plan

The Bank has a nongontribulery pension plan and a profit-sharing plan for nll officers and employees with two full
years of service, Based upon Lthe most cecent actuarial report available {as of January 1, 1975), the pension fund asscts
exceeded the actuarial computed value of vested benefits and there was no unlunded past service cost Hability. The
Bank's policy Is to fund pension cosls as accrued. The total expense was $159,351 for 1975 and $128,247 Tor 1974,

The effect of the Retirement Income Securily Act of 1974 on the Bank's pension expense provision and unfunded
vested benelits, iany, has not been delermined, and it is inznagement’s opinion that such effect will not be material to
future years® carnings.
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Berkshire Hathaway Inc.

LINES OF BUSINESS

Sources of Revenues:

Revenues rellected in the consolidated financial statements include those from (1) premiums earnings

and inveslment income of the Insurance Group, plus (2) sales revenues from the textile business plus a

minor amount of investment income of the parent company. The following table summarizes the total
revenues derived lrom these two categories for the past five years, in thousands of dollars:

1971 1972 1973 1974 1975

insurance RN .o . 866,050 366,556 §60,526 § 68,776 567,116

Textile e e e e e _ 26,092 27,772 33,479 32,706 33,259

$92,142 594,328 $94,005 $101,482 $100,375

Sources of Net Earnings:

The unconsolidated bank subsidiary and the investment in Blue Chip Stamps represent additional
significant sources of income for the Company. Sourges of total net carnings on a pre-lax basis with tolal tax

effects to the Company and its consolidated subsidiaries reflected as a separate item, were as follows for the
past five years:
(Thousands of Dollars)
1971 1972 1973 1974 1475
Insusance . . . L L L L, L. $6,372 $10,701 $10,249 $ 892 $(2,327)
Textile Ve e e 233 1,697 2,837 2,660 1,715
Unconsolidated bank subsidiary . 2,192 2,700 2,782 4,093 3,450
Blue Chip Stamps v e e e e GB 142 1,124 1,164 2,172
Interest and corporate administrative
SEXpenses . . . v . .. . . (G48) (770) (1,966) (2,324) {2.268)
Realized investment gain (loss) N 1,028 1,359 1,381 {1,908) (2,888)
Total pre-lax income o 9,245 15,829 16,357 4,577 (146)
Less: Tolal income taxes (credits) . 1,559 3,703 3497 (2,466) ~ {4,838)
Net Earnings e e e e e $7,686 §12,128 $12,860 $ 7,043 $ 4,692
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Berkshire Hathaway Inc.

FIVE YEAR SUMMARY OF OPERATIONS

1972 1971 1974 1975
(Dollars in thousands, except per share amounts)
Insurance premiums writlen e e $66,455 $57.950 $50,372 S60,997 $58,975
Insurance premivms entned . . L 5 L . 60,867 59,627 52,629 GO,474 58346
Net sales ol textile produets © . . . . 26,011 27,742 33,411 32,592 32,882
Interest and dividend income e 5,041 6,644 7,378 8,030 8,918
Insuranae underwriting gain (loss) o 1,409 4,284 4,319 (6,892) (10,647)
Gross profit from sales of textila products 2,566 4,087 5,105 5,163 4,599
Inlerestexpense . o . . . . . . . . 595 584 1,605 1,718 1.845
[ncome taxes (credit) applicable to ingurance
underwriling and textile operations . 1,245 3.241 2979 {2,010) (4,141)
Net carnings [rom insurance underwriting
and textile operations ., . . L, . . . 4,712 8,387 8,111 3,239 1,261
Equily in nel earnings of bank subsidiary . 2,192 2,700 2,782 4,003 3,450
iquity in net carnings of Blue Chip Stamps 63 111 1,008 1,052 2,003
Earnings before realized investment gains
(losses) and extraoedinary items N 6,967 11,198 11,90 8,383 6,714
Rewlized invesiment gains {losses) net of in-
come laxes Yo s e e e e 719 924 929 (1,340) (2,022)
Net earnings o e s e 7.685 12,126 12,860 7.043 4,692
Average shares outstanding . . . L . 979,569 979,569 979,569 979,569 979,569
Por share:
Earnings before realized investment gains
{tosses) and extraordinary items . 87.11 $11.43 51214 $8.56 $6.85
Net earnings Ve v e e

7.85 12.38 13.13 7.19 4,79
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE SUMMARY OF OPERATIONS
Insuranze Premiums Earned and Insurance Underwriting Gain {Loss)

Combined loss and expense ratios (which are the sum of the ratio of lesses nnd loss expenses incurred Lo
premiums carncd plus the ratio of underwriting expenses, on a statutory basis, 1o premiums written) have
been as follows for the Insurance Group for the past five years,

NET PREMIUMS  RATIOS

, _ . o Gombined

Losses onid Underwriting Loss and

Written Earned Loss Adj. Exp./ Expenses/ BExpense
{In thousands) Earned Prem, Writlen Prem, ~ Rulio
1971 SG6,455 360,867 67.0 30,1 97.1
1972 57,950 59,627 62, 29.7 91.7
1973 50,372 52,02 62.0 325 94.5
14974 60,997 60,574 77.8 J32.0 109:.8
1975 58,975 58,336 41.0 344 115.4

The combinad loss and expense ratio is the tradilional measure of underwriting results of property and
casually companies, In any year when thal ratio exceeds 100, it generally indicates that unprofitable
business has been underwrilten.

The [ollowing table sets forth the net premiums written and earned by the Insurance Group in each of
the past three years:

Operational Aren 1973 1974 1975

{'I‘huusmlﬂs of Dollars)
Specialized Auto, General

Liability and Other(1) . . . . .Wrillen 328,617 £36,738 $37.860
Earted 29,969 34,436 38,144
Reinsurance(2) « + + + « « .« JWritlen 10,184 2,204 9,893
Earned 11.996 12,938 1¢,188
Urban Autof3) . . . . . . . . .Wrillen 6,571 6,613 3,072
Earned 6,120 7,902 3,332
Home State Companies{4) « .« . LJMWrilten 5,000 5442 8,150
Earned 4,844 5,298 6,672
Totals . . . . ., . . ., . . Wrilen 550,372 560,997 $58,975
Eamed $52920  $00.574  S56,330

(1) National Indemnity Company and National Fire & Murine lnsurance Company less the Reinsurance Depart-
ment of National lndemnity.

(2) Reinsurance Depariment of National Indemnity.
(1) Home and Automobile insurance Company.

(4) Corporations ovganized in the jurisdiclions of Nebraska, Minnesota, Texas and Towas u nderwriling slandard
and preferred classes of fre and cosualty insurange in those stales.
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MANAGEMENT'S DISCUSSION, Continued

The total underwriting gain or loss for the Insurance Group for the past three years is shown in the
following table:
_ (Thousands of Dollurs} S
) R LV R e o wrs
Siatwlory  GAAP Statwtory  GAAP  Slatulary  GAAP
Specialized auto, general lability

andother . . . . . . .. 54,623  S4.409 S(2,119)  S(2,949) $(5.201) § (6.720)
Reinsurance s e e e 715 353 {1470) 2,068) {1,953) (2,194)
UrbanAuto . . . . . ., . . (834) (B78) (1,761)  {2,183) (941) {848)
HomeState . . . . . . .. _(6o1) _(565) _(ro2) _ (702) (t10)  (877)

§3,700 83,419 8(6.052)  $(6,892) §(4.197)  $(10,647)

The only difference hetween the Statulory and GAAP underwriting resulis is the ghange in amount of
premium acouisition costs (underwriting expenses, i.e., commissions, ete.) which is delerred under GAAP.
In cach of the above years, the amount of such costs deferred al yeae-end decreased from the preceding
year-end, The deereases were generally in expectation of unfavorable underwriting results from certain
portions of the in-force book of business.

The premium rates at which Berkshire's Insurance Group, and, indeed, the entire property and casually
insurance industry, wrote its business in 1973, 1974 and 1975 were inadequate; rate increases did nol keep
pace with rales of inflation. Both monetary inflation and socisl inflation have impacted insurers. Social
inflation is used here to encompass both higher and relatively more frequent jury awards to claimants as
well as inereased erime rates which increase the frequency of property loss claims.

The traditional businesses of National Indemnity and National Fire and Marine, as well as Berkshire's
reinsurance business are preponderantly casually lype businesses, In casually lines, losses incurred repre-
sent largely those of third-parties (as opposed to “first-party” losses, i. e., those sustained direatly by the
insured). For casually business, the elapsed time between writing of coverages and settlement of ¢laims
tends to be Tonger than that for property linss of insurance. As a resull, casualty underwriling loss ralios
suffer more in highly inflationary times than da the ratios for properly lines underwriting.

The venture by Home and Automobile Insurance Company into Florida resulted in the extremely high
losses in 1974, in relation to carned premiuvms, of the Urban Auto business. In the traditional Cook Couaty,
Ilinois business, rale increases were effected in both 1974 and 1975; premium volume (and thus, loss
exposure) declined significantly but toss ratios did not, Home and Auto’s management, rates, and un-
derwriting practices have been restructured with a view to restoring underwriling profitability to this
business: it is much too soon to know the results of these changes.

Operations of the Home State companies other than Cornhusker Casualty Company have to date
yielded only underwriting losses. The lowa operation completed only its second {ull year of operation in
1975 andl has not yet reached viable size. lmprovemunt was noled in the Texas operation in 1975; un-
derwriting ratios deteriorated in the Minnesota operation. While the underwriting losses of the Home State
gompanies increased in total dollars in 1975 over 1974, the overall loss ratio actually declined on higher 1975
volumae,

Net Sales and Gross Profit from Sales of Textile Products
Consolidated net sales of $33.4 million — 1973, $32.6 million — 1974, und $32.8 million - 1975 give an
appearance of stability in the textile operations; however, the 1975 figures require explanation inasmuch as
they include $8.8 million from the Waumbee eperation acquired during the year. Thus, o more revealing
comparision shows sales from whal comprised the textile operation in 1974 declined in 1975 by 28%. Both
demand and price for our goods declined drastically, starting their downward trend in the fourth quarter of
1974 and continuing well into 1975, from the recent record high tevels of early 1974, Some market recovery
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MANAGEMENT'S DISCUSSION, Continued

was noted in lale 1975, which, combined with some gross profit realized from sale of Waumbec's products,
stringent cost control efforts exerted by management of the texlile operations, and the fact of relatively low
fixed costs assignabloe to the operations, prevented a moresignilicant decline in gross profits than that which
oceurred, Gross profil from sale of lextile products at $4,580,000 in 1975 was 11% less in total than that
realized in 1974,

Interest and Dividend Income

Interest and dividend income is earned almost entirely by the Insurance Group. The continuing
ingrease in this category of income through 1974 was the result of increased investments; in 1975, the average
yield on investmenis also increased. Interest and dividend income is related 1o average investiments for the
past five years in the following luble, which excludes the investment in and dividends received from Blue
Chip Stamps, accounted for by the equity method,

Averaga Interest and Average

Investinents Dividend Per Gent

ut cost Income Barned

{Amounts in Thousunds)

1971 - e e 79,117 5,043 6,37
1972 e . 103,217 6,648 B4
1973 a6 117,516 7,378 6.28
1474 Ve s 131,347 8,030 6.11
1975 Ve e 136,500 8,918 §8.53

The average per cent carned deciined in 1973 and 1974 as a result of the increase in these years in the
average investments in preferred and common stocks relutive to the average investment in bouds, the
converse was true in 1875; the income yicld on the bonds tends to exceed that on the stocks, Investments lor
the past five years are categorized in the following table, at the average ol their carrying values at the
beginning and end of each yean:

Bonds, Treasury Preforred
bills und other und contmon
shori-term ebligations ~ stogks Total
1971 v 68,906 10,211 79,117
1972 v v e 87,175 16,042 103,217
197: v e 81,311 36,205 117,516
1974 e e e s 78,657 52,790 131,347
1875 v e e 88,787 47,713 136,500

Income Taxes {Credit) Applicable to Insurance Underwriting and Textile Operations

Each year there is a significant difference between pre-tax inconye reported in the financial statements,
and income subject Lo tax. The difference avises principally from certain dividends received credits and
from the fact-thal & considerable portion of income of the Insurance Group is produced by tax exempl
bonds. For both 1974 and 1975 these items exceeded the pre-lax earnings from insurance underwriting and
manuf{acturing operations and all other items-of taxable income so that “nel operaling losses™, as defined by
the Tnternaj Revenue Code, were reporled for tax purposes. Berkshire Hathaway Ine. and its includible
subsidiaries join in the filing of a consolidated Federal income tax return; the 1974 and 1975 consolidated net
operaling losses have been carried back to recover income laxes paid by members of the group for 1971, 1972
and 1974,

There are virluslly no remaining paid and recoverable laxes which might benefit future net operating
losses, if any,
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MANAGEMENT'S DISCUSSION, Continued

Equity in Net Earnings of Bank Subsidiary
Berkshire's equily in net earnings of the Hlinois National Bank and Trust Co, of Rocklord {“the bank")

represent approximately 98% of the bank’s earnings, Financial slatements of the bank are included clse-
where herein,

Income of the bank before income taxes and belore securities trunsactions for the past three years is
summarized below, in thousands of dollars:

1973 1974 1975

Interest income . . . . . L 0 0 0 L0 58,324 $10,993 $10,797

Interestexpense . . . . . . . . . . . 44351 4,969 __ 5195

Nel interest egrnings .« . . o . . . 4,973 6,024 5,602

Non-interest income N 1,133 1,220

6,053 7,157 6,822

Non-interestexpenses . . . . . . . . . 3220 2915 3207
Income before taxes and before securities

transactions . . . . . . . . .. $2,893 W 4,242 $ 3,615

1974 Compared to 1973 )

Loan demand was strong throughout 1974 and was agcompanied by record high inlerest rates. Accord-
ingly, interest ingome increased over 1973 as a result of both increased volume of carning assetsand a higher
vield thercon, Increased reliance on interest bearing time deposits as a source of funds and on increased
average rate paid thereon caused the rise in interest expense in 1974

Non-interest expense items declined in total in 1974 primarily as the result of a change instituted by
local taxing authorities in assessing to Berkshire, as a sharcholder of the bank, cerlain capilal stock taxes
previously nssessed lo the bank, In addition lo elimination in 1974 of this particular expense item, an
expense credit o $154,000 resulled in 1974 from reversal of this item previously accrued for 1973, While
bank carnings increased asa result of this nction by the taxing authorities, the net effect of this change was of
no benelit to Berkshire, since taxes not theretofore paid by Berkshire appear as part of Berkshire's 1974 and
1975 selling and administeative expenses,

1975 Compared lo 1974

Outstanding loans declined in 1975, resulting in less total interest income than in 1874, Interest bearing
time deposits continued to increase fesulling in higher interest costs, The combination resulted in a decline
of $422,000 in net inlevest earnings in 1975 from the prior year.

Theproperty tax expense credil in 1974 Lo "non interest” expense, discussed previously above, explains
the major portion of the difference in that captioned item hetween 1974 and 1975. It is noted that non-interest
expense of $3,207,000 compares not highly unfavoerably with the second year prior {1873), when such
captioned item totaled $3,220,000 including the capital stock lax.
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MANAGEMENT'S DISCUSSION, Continued

Equity in Net Earnings of Blue Chip Stamps

Berkshire's equity in net earnings of Blue Chip Stamps as computed by the equily method for cach of
the past three years, hased on the twelve montly’s operations of Blue Chip ended on or about November 30,
have been as follows:

1973 1974 1975

{Amounts in Thousands)
Equilyinnetearnings . . . . . . . . . 81,605 51,548 §2,346
Applicable incometaxes . . . . . . . . (116) {112) (269)

Amortization of excess of cost over equityin nel

assets. . . . . . L L 0L oL (487) _(s84) _ (174

Net equity inearnings . . . . . . . $1008 $1.082 $2,003

The average number of shares of Blue Chip Stamps owned by Berkshire has increased in each of the
past three years. Average shares owned in 1873, 1974 and 1975 were, respectively, 934,000, 1,144,670, and
1,325,233, Staled on the basis of per-average-share-owned, the above table is as follows:

1973 1974 1975

Bquity innetearnings . . . . . . . . ., $1.72 51.45 51.77

Applicable income taxes . . . (.12) (-10) (-13)
Amorlization of exnoess of cost over equ ty in nt,l

assels . . L L 0 s 0 0 e .52) (.33) (.23)

Nelequily inearnings . ., . . . . 8108 $0.92 $1.51

Realized Investment Gains (Losses)

Realized investment losses in 1975 aggregaled $2,888,000 with a tax credit of $866,000 reducing the
after-lax realized investment loss to $2,022,000. In 1974 and 1975 realized investmenl gains (losses) before
taxes were, respectively, (§1,908,000) and $1,332,000; after taxes, (51,340,000) and $829,000. Realization of
investment gains or losses is delermined by prevailing investment strategy as applied under changing
cconomic conditions.
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Berkshire HathaWay Inc.

DIRECTORS AND EXECUTIVE OFFICERS

WARREN E. BurveTT, Director and Chairman of the Board
Chief Executive Officer of the Company

KeNNETH V. CHAcE, Direclor
President of the Company and Chief Operating Officer of the
Textile Ozerations of the Company

MaicoLm G. CHACE, JR., Director
Retired, Former Chairman of the Board of Directors

|- VERNE MCKENZIE, Director _
Vice President, Secretary and Treasurer of the Company

COMMON STOCK PRICES

Thecommon stock of Berkshice Hathaway Inc. is traded in the uver the counter market. The high and low bid prices
forthestock in cach quarter of 1974 and 1975 is set forth in the following table, The quotations represent prices belween
dealers and do not include retail markup, markdown or commission. They do not represent actual transactions

1974 1st Quarter 70 72
2nd Quarler 76 64
3rd Quarter 64 49
4th Quarter 49 40
1975 1st Quarier 51 38
2nd Quarter 51 45
3rd Quarter 60 41
4th Quarter 43 a8

The Company has not paid a dividend in the past two years.
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B " FINAL PROOF ...
.‘. — ',: . I:I-
y ool
Consolidated § aeatement of imcome | L
and Retained Larnings Blue Chip Stamps |
-
Fifly-two Weeks Encted February 28, 1976 and March 1, 1975 (Nute 1) \
we o 1915
Revenues: ‘
Candy Sa1CS ..t i e et e i e e eiere e "$51,342.000 . $42,907,000 ,
Stamp service revenues e < ... 20,361,000 25,564,000
Merchandisc promotions and incentive sales ........civviiiiiiiiiiiiiies 15,210,000 11,022,000
Dividends and IMerEst . v ini i i i i e i e e 4,913,000 7,738,000
Other revenues {Notes4and 5) ....viviviinennennnn, Ceerreanaas Vevvanann 818,000 2,134,000
' " 92,644,000 89,365,000 .
Costs and expensss: ¢
Cosl of sales and regemptions (Note 2} ..........ovuess. Ceriereenaieaiaaes 52,116,000 54,912,000 '
Selling. general and administrative @XpeNSES ... ....veierienrrereenenenas. 29,552,000 23,940,000
Interest and disCoUNt AMOTZANON ... i iuit ittt i ir it iianaenres 649,000 4,356,000
82,317,000 83,208,000 .
Income before income taxes, equily in net income of ) . \
Wesco Financial Corporation, securities gains . R
and exXtraordinary Crodil . .yttt e e e et r e rrae e raaeas vaaa. 30,327,000 6,157,000 .
Provision forincome taxes (NOe 7} .. v.iit ittt it iiri e tineininnenan {4.374,000) (1,237,000)
Equity in netincome of Wesco Financial Cotporation (Noles Tand7) ...vvivnes. 3,092,000 2,588,000
Income before securities gains and extraordinary credil .. ....ooviivinninn. 9,045,000 7,508,000
Realized securilies gains, less income lax effect (Notes 3and 7) ........ocu.e e 8,000 254,000 °
Extraordinary credit (NOIE 7) . vttt it e i e e reeteeaas — 903,000
Netincome . ... ot ii i ieenenss i s et 9053000 8,665,000
Retained earnings at beginning ol yoar ... v vt vei it ii i ee e cnennes 60 551 bf‘(: 53,128.000 -
Cash dividends of $.24 per share per year {Note 5) ............ o ataarerean (1,243,000} (1.243,000) ° +
Retained earnings al end Ol yBar ... ... i iiiiriiir ettt aranarrasrsronnes $68,361,000 $60,551,000 |
Amounts per share based on weighted average shares outstanding: ‘ s
Income before securities gains and extraordinary credit .....ovviiiiiieane, $1.75 $1.45 t
Realized $ECUMES QAINS .. & .t v it iie i rernnanes et ieanraraeae — 05 i
Extraordinary credit.......... i e S Ceeen — * AT e
T T3 $1.75 $1.67 T
Sea accompanying noles to consolidated financial statements .l h
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FINAL PROOY

Consclidated Statement of Changes in
Financial Position

-

Biue Chip Stamps

* Filty-lwo Weeks Encied February 28, 1976 and March 1, 1975 (Note 1)

Sources (uses) ol cash, including short-term investments, frorn operations:
income belore realized securities gains and extraordinary credit. . ...........
Add (deduct):

Depreciation and amorlizalion .......oviiriiiiiiiir it ietieiaaren .
Equity in net income of Wesco Financial Corporation

less dividends received, netofincometaxes ... ... ..ottt
Decrease (increase) intrade accountsreceivable ... ......oiiii e
Decrease (increase) ininventones .. ... eernnaissncrsnsas P
Increase {decrease) intradc accountspayable. ... oo
Decrease in liability for unredeemed trading stamps ........cooonns e
Increase in prepaid income taxes and olherexpenses .. . .ovovvv o ee e
Increase (decrease)inincome laxes payable .......coveiieniiiiinnan.

Cash provided (used) by operations before realized securities gains
and extraordinary Credit ... ..o i et
Other sources of cash:
Realized securities gains. lessincometaxelfecl ...t
Extraordinary creditl—federal income tax nol payable due

to offset of capilalloss carry-forwards ..............oovnle, U .

Decrease in marketable equity securities (1976 amount

is nel of $4,978,000 net unrealized loss deducted

from stockholdars equily) . ..vvr it i i s SN
Decrease (increase) in accounts receivable from securities transactions ...
Proceads from disposat of properly, fixtures and equipment,

netofincometaxes and QainonNsales ..o vt ittt s

Other uses of cash:
Addilions to property, fixtures and equipment ... ... i iiiiiiii e
Decrease (increase) in accounts payabile from securities transactions ........
Paymentofdividends ... ... ... v
Purchase of stock of Wesco Financial Corporalion ........oooviiiiiiinns
Purchase of debentures forretirement .. .. ...l eeeasaraeaaes
Repayment of notes payablelobank ....... ..ot e
L0 27T i

Increase{decrease)in cash, including shorl-terminvestments .............. .

Increase {decrease) in-— :
871 o [ e
Short-terminvestments. ... ..o i i i e ettty

1976

$ 9,045,000

1975

§ 7,508,000

1,478,000 " 1,651,000
(2,204,000) (1,836,000)
(4,105,000) 428.000
4,472,000 (1,412,000)
628.000 (1,150.000)
(1,048,000} (6,593,000)
(7.773,000) (828,000)
9,558,000 (856.000)
10,051,000 (3,088,000)
8,000 254,000
— 903000 |
10,469,000 29,420,000
1,740.000 (1,923,000)
131,000 1,868,000
22,399,000 27,434,000
1,195,000 907,000 .
{110,000) 1,507,000
1,243,000 1,243,000
— 7,025,000
120,000 4,041,000
— 40,000,000
112,000 -
2,560,000 54,723,000
$19,839,000  $(27.289,000)

$ 526000. $( 1,507,000} -
19,313,000 (25.782,000)
$ 19839000  $(27,289,000)

See accompanying noles lo consolidated hnancial statements
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FINAL PROOE

" Consolidated Balance Sheet

Blue Chip Stamps

February 2B, 197G and March 1, 1975 {Note 1)

ASSETS

Short-term investments, at cast
Marketable equity securities, at the lower of cost or market
at February 28, 1976 and at cost at March 1, 1975 (Note 3)
Accounts receivable
Merchandise and supplies inventories, at the lower of
cost (first-in, first-out).or market
Prepaid income taxes and other expenses (Note 7)
Properly, fixlures and equ:pmcnt net (Nole 4)
Investment in Wesco Financial Corporation {(Note 1)

+ Excess of cosl over equity in net assels of See’s Candy Shops,

Incorporated, less accumulated amortization (Note 1)

LIABILITIES AND STOCKHOLDERS' EQUITY

. Accounts payable and accrued expenses

Income taxes payable {Note 7)

Liability for unredeemed trading stamps (Note 2)
6% % Subordinated Debentures duc 1978 (Note 5)

Stockholders' equity (Notes 5 and 9)
Conmimon stock, par vatue $1.00
Shares authorized—7,000,000
Shares outslanding—5,179,000
Paid-in capilal
Retained earnings
Net unrealized loss on markejable equily securities (Nole 3)

Total stockholders'equity ............... beerienaaaas beteraiaan e

1978

$ 2,032,000
24,685,000

56,712,000
7,894,000

7,295,000
14,462,000
8,280,000
28,588,000

15,487,000

1975

1,506,000
" 5,382,000

72,159,000
5,529,000

11,767,000
6,689,000
8,273,000

26,307,000

15,883,000

$165,455,000

$153,495,000

$ 6,227,000
11,560,000
71,135,000

6,302,000

$ 5,485,000
2,002,000
72,183,000
6,512,000

95,314,000

86,186,000

5,179,000
1,579,000
68,361,000
(4.978,000)

5,179,000
1,579,000
60,551,000

70,141,000

67,309,000

$165,455,000

$153,495,000




Notes to Consofidatec
Financial Statements

NOTE 1—Subslidiary companies:

The consolidated financial statements include the
accounts of the Company and its 89%-ownued
subsidiary, See’s Candy Shops, Incorporaled (Sce's).
The excess ol cost over equily inthe net assets of See's
is being amortized over 40 years: amortization of
$431,000 has been charged o selling, generaland
administrative expenses in each of the liscal years
ended in 1976 and 1975.

The Company's investment in Wesco Financial
Corporation (Wesco), a savings and loan holding
company. has increased from 44.6% at March 2. 1974
10 64.49 at March 1, 1975 and February 28, 1976. The
investment is racorded at cost plus equily in Wesce's
calendar-year netincome, less taxes: the $18,151,000
and $18,699,000 excess ol equity in the net assets of
Wesco over cost at February 28, 1976 and March 1,

. 1975, respectively, is being amortized over 40 years.
Summarized financial inlormation of Wesco for the
years ended December 31, 1975 and 1974 [ollows:

Decernber 31, December 31,
1975 18974

Assels-—

Cash and marketable
securities

Loans receivable,
less unearned loan
fees, unrealized
profit and loans
in process

QOthar assets

$ 77,417,000 $ 53,065,000

373,059,000
19,651,000

389.065.000
23,516,000

$465,646,000
Liabilities and
stockholders'
equity—
Savings deposils ..
Other liabilities

Total liahilities

Stockholders’
equity. partially
appropriated

.$360,070,000 $333,117,000
36,839,000 _62.238.000

396.909,000  395.355,000

13218000 70,291,000

$470,127.000 $465,646.000

§.35610000 $ 35,180.000

$_3.927.000

Total revenucs

Netincome ... $ .

Docembor 31, Doecombor 3,
1975 1974

Blue Chip Stamps'
equily Iherain

Average ownership . 60.5%

——— e

Sa4%

Share of net
income ,

Income toxes thereon
assuming ultimate
distribution

Amortization of
exXCcess equily
over cost

$ 2,800,000 $ 2,375,000
(200,000)-  (244,000)

492,000 457,000
$3,002.000 § 2,588,000

Wesco's appropriated relained earnings al
Decembiar 31, 1975 and 1974 include approximately *
$44,940,000 and 543,852,000 respectively of reserves
on which no provision for federal income taxes has
been made. 1 in the future these appropriations are |
used for any ptirpose other than to absorb bad debt
iosses. lederalincome taxes will beimposed al the then
applicable rates, The Federal Savings and Loan
Insurance Corporation, in connection with the
insurance of savings deposits, requires savings and
loan associations 10 maintain certain reserves which
may be used only for the purpose of ahsorbing losses.
In addition, associations must maintain certain
reserves under California taw. Such reserve
requirements were met as of December 31,1975.and
1974.

NOTE 2—Stamp service accounting:

The Company recognizes stamp Service revenues
upon issuance of its trading stamps and provides a
fiability account {or unredeemed trading stamps
consisting of estimaltes of the cost of merchandhse and
related redemption service expenses. The Company’s
estimated cost of luture redemptions depends upon
two factors: (1) the percentage of stamps issued which
will ullimately be redeemed and (2) the tuture cosl per
stamp of the merchandise and redemption service
expenses which will be required.

Inits annual report for the year ended March 1,
1975, the Company explained thal ils accounling
practice for many years had beento assume that 97.5%
ol stamps issucd would ultirmately be redeemedandto
base its estimate of luture redemption costs per stamp
on the most recent information available. The Company
indicated that both assumptions were considered less
reliable than in previous years because of the recent
substantial dectine {approximately 80%) inits
issuances of trading stamps and continuing increasas
in tolal redermptioh costs per stamp. Under such
conditions it was thought that {lie current redemplion
rale might well be less than the 97.5% estimated with
respect {o prior years and that future redemption costs
per stamp might welt be hugher than those projected. It -
was further nated that the internal Revenue Service had
proposed a substantal tax deficiency for the fiscal

b

v FINAL PROOI", !



years Givud in 1969 thiough 1974 (since sellled—see
Nole 7) based partially on its contention it the
Company's eslirnaled stamp tedemption e was loss
than the 97.5% which hiwd been assumed for many
years [n preparing financsl statements and tax roturns.
With additional expenence, the Conpany in
February 1976 recvatuated both Kictors attecting the
eslimated cost of fatura redemptions and made the
following rovisions inits current financial statements:

(1} The Company recuced its liabahity lor
unredeemed trachng stamps, as of February
28, 1976, and increased net meeme for the
year, o reilecl a reduction in the lotal
eslimaled number of stamps to be redeemed
in the future, conputed by moditying the
Company's former assumption that 97.5% of
all stamps issued will ultimately be redeemced,
The medilications (1) as of the conclusion of the
fiscal year ended in 1974, reduced by
approximately 4% the fotal number of stamps
then eslimated to be redeemed in the fulure,
and (i} for thedwo subsequent liscal years
ended in 1975 and 1976, reduced the
redemption expectancy, applicable to stamps
issued in such years, 10 93%. These
reduclions reilect the Company's present
estimale that uliimate redemption rates are
reduced by a decling inissuances, with mosl

* of the reduction occurring with respect to
stamps issued alter the decline, and that,
accordingly, the Company willhave loredeem
about 97% ol stamps issued belore March
1974, and only 939 lherealter.

{2) The Companyincreased its provision for fulure
redemption service expenses por stamp to
reflectits present estimate that a lower volume
of redemptions viil cause these expenses to
increase malerially on a per-stamp basis.

The eflect of the foregoing revisions after federal
and stale income taxes was lo incréase current year's
netincome $573,000. or $.11 per share. The lir.oitity for
unredeemed trading stamps of $71,135.000 at
February 28, 1976, included $47,878.000 {or the cost of
merchandise and $23,257,000 for redemplion service
expenses.

The Company expecls stamp issuances o
continue to decline and therelare, with additional
experience, may make additional revisions of its
redemption expeclancy and costs in the future.

NOTE 3—Marketable equity securitios:

Cost (first-in, liest-out) and market value ol marketable
equily securitics at February 28, 1976 and at March 1,
1975 are set lorth beiow:

Februaty 28, Maich 1,

s L9
Cost..iiiiiiiiiiinnnn $61,690.000 $72,159, 000
Marketvalue.......... - 56,712.000 54,212,000

Pursuant to Statement of Financial Accounting
Standards No. 12 issued by the Financial Accounting
Standards Board, the Company at February 28, 1976

I'IN. L PR OOE‘-. -
establishud i §4, 9?8 Q0 valuation aliowance lo ' ."" X
reduce the amount of marketable equily securitios
shownin its balance sheet lrom hisloricat cost to the
lower of aggregate cost or market. The vatustion -
allowance, which epresented the excess of ' '
$7,246,000 of gross unrealized losses over $2,268,000
of gross unrealized gains, was charged duectly to
stockholdlers' equity (1.¢., not included in Ihe L
delermination ol netincome). The amount charged was :
not recluced by the tax beneht that vall rosull if losses
are ullimately reatized and ofiset by capilal gains. Al
March 1. 1975 marketable equity secunties were nol
required 1o be cartied al the lower ol aggregate cost or
markel, and accordingly they are carned af historical
costin the balance sheot,

Markelable equily securities, among other assels,
are held primarily for the purpose ol satislying the
Company's obligation to redeem outstanding trading -
stamps which, based on the Company's exparience,

will be presented for redemption ovar a number . .
ol years. i ’
NOTE 4—Property, fixtures and equipment: . ] . '.‘..
Following is a summary of property, lixtures and W
equipmen, slated at cost; . RS
February 28, Mareh 1, ’
1976 1975 Con
Land .........c.onhl, $ 2315000 $ 2,323.000
Buildings............. 4,186,000 4,031,000
Furniture, fixtures .
and equipment ..., 9,808,000 9,619,000 . .,
Leaschold LR
improvements ...... 3.867.02@ __3.893,000
20,176,000 19,866,000
Less accumulated Coae
depreciation and O
amortization ........ 11,886,000 11,593,000 '
$ 8290000 § 8273000 | -:
Depreciation and amortization of properly. fixtures - = .1

and equipment are provided by straight line and

acceleraled methods over the estimated uselul lives of

the assets, Total provisions amounted to $1,047,.000

and'$1,220,000 for the liscal years ended in 1976 v

and 1975. e
A $1,254,000 gain on the sale of the Company's Do

Richmond, California warehouse is included in other o

revenues in the fiscal year ended in 1975, . }

NOTE 5--Debentures: ‘ L -
The indenture underlying the debentures requires . * - .,
three annuat sinking fund payments of approximately . . ¢
$2,000,000 in Novemhber 1976, 1977 and 1978, I
However, as a resull of an invilation for tenders and .
open-marke! purchases subsequent to February 28, oo
1976, the 1976 requitement will be reduced by IERR
approximately $1,000,000. During the tiscal years ol
ended in 1976 and 1975, the Company reakzed gains a ‘

of $7,000 and $311,000inconnection with purchasesof L
debentures in anticipation of prior sinking tund L
requirements. ' o




" Yndor the terms of tha indenture, the Company 1s
pormitied lo pay cash dividends in any iscal yearinan
amount not to exceed the arealer of {(a) 24 cents per
share or (b) 25% of nelincornie lor the precedng liscal
year, Dividends may nol be paid i the Company is in
arrears in any sinking lund payments,

NOTE 6—Pension and protit sharlng plons:

Employees of the Company and of ts consohdated
subsidiary who meel certam eligibuily requicments are
covered undor cither Company-sponsoted
nenconlfibutory pension or profit shanng plans ot
unign-sponsored pension plans. The Company-
sponsoted plans are lunded annually, the cost lorthe
fiscal years endeclin 1976 and 1976 approximated
$375,000 and $366,000 respectively. The lotal markel
value ol the plans’ assels exceeded the actuarially
compuled value of vested benelits at yearend by
approximately $1,000,000..The plans are baing
amended to comply with the Enmployec Retirement
Income Security Act of 1574 and {or other purposes.
The amendmenis ate nat expected to have a material
effect on the consolidaled financial statements.

NOTE 7--Taxos on Incomao!

The consolidated statement of income contains
charges for income taxes as lollows:

... Fiscalyear endedin___
1975 1975

. Provision forincome
BAXES v ovvvvinnnnanannnse $4,374,000 $1,237,000
Charged against equity in
nel income of Wesco
Financial Corporation ...
Charged against
securilies gains .o vv e
Extraordinary credi,
tepresenting federal
income tax not payable
due to the offset ol capital
loss carry-forwards ..... —

200,000 244,000

4.000 284,000

(903,000)

Total laxes charged in .
income statement ....... $4,578.000 S 862,000

A —

These taxes are payable or recoverable as follows:

Fiscalyear ended in
1976 1975
Payable currently— .
Federal ........ eresaren $6,472,000 § 788,000
1311 {c SRS e 1,572,000 789,000

18,044,000 1,577,000

Recoverable in the fulure—
Federal ....ovvviiinneen {2.839,000)
LAl L euie e {627.000)

{543.000)
(172,000)

- r—tt—— v

Total taxes charged in
income statement ....... $4.578,000 $ 862.00

1 maeremiih e w e — —
PREE, 50 & Paptu R, PN e k)

Of the abova laxes, tho amotats currantly payabla
areincluded Inincome laxes payableonthe et
consolidated batnnce sheot, The amounls recoverable ~ °
in the futwre ate included in prepaid income Waxes and
result from the ullowing timing diflerences in the
racognition of rovenue and expenseitems onthe books

as compared 1o tha tax reluens: AT
Fingal year cndud in S
RELR 2975,
Deductible Gahfornia
franchise taxes ,
over {undet) thosa ’ S
accrued onthe books ...§ (101,000) § 429,000
Deductible redemption
expenses uncer .
those accrurd ) B
onthe books .....vuus .. (3,240,000) (1,351,000)
Delerred taxes on . -
ungistribuled earnings . -t
of Wesco Financial
Corporation ....cvvvavens 133,000 113 7300 !
Other timing diiferences ... _ (258,000) 94,000 !
Total taxes recovanable R
inthefulure ... .ovvvess $(3,466,200% § {7TI8,000)
The provision for income laxes of 54,374,000 io
the fiscal year ended in 1976 amounted 1o 42.4% of
pre-tax income of $10,327,000; the provision of
$1,237,000 for the prior liscal year represented 20.1%
of pre-tax income of $6,157.000. Following is a
summary of the dilfetences between the federal I
slatutory rale and these eifective percentages: ' SR
Fiscal yoar endec in o
Jors  19n
Statulory lederalincome “
1620 3 121 (- RPN vov. 4B0% - 4B.0% ",
Federat tax benefit from - .
dividend exclusion «.....o e . (13.7) {33.8) oo
Slate income taxes net of federal ey
incometaxbenelit ... ..cvants 4.8 5.5 ot
Allother(net) ...covviaveniinen 33 | A
Elfgctiveincometaxrate ...o..... 424%  201%
investment tax credits, which have not been T
material, are recognized as the lax benefitsare ~ o
realized. ! oo

The consoldated balance sheet includes prepaid
income taxes of $12.935.000 and $4,925,000 at '
February 28, 1976, and March 1, 1975, resulling
ptimarily from (1) deducting certain redemption servico
expenses for lax purposes when stamps are redeemed
and for book purposes wnen stamps are issuedand (2)
al February 28, 1976 a diflerence betweenbookand - A
tax accounting forthe number of cutstanding stamps '
expecled to be redecmed. : I

L] n"

In March 1976 the Company sellledts © + +%,7)
disagreement with the Internal Revenue Sewvicowith ‘
respect to its income lax returns lor the fiscal years o
ended jn 1969 through 1874 resulting fromthe Setvice's :
contentions that the Company (1) overstated ls habity "+
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foruntcdeemed stampe by overestimating the number
of statnps issued which would uttimately be redeemad
and (2) should changg its tax accounting methoad (o
deduct a grealer porton of its redemplion sevice
expenses for tix purposes when slamps are
redeemed, rather than when they e issued,
Throughou! the periad, the Company's innncial
slatements and lax returng had been pregared on the
basis of (1) the Companys expectation that 97.5% of all
slampsissued would ultimalely be redecmed and (2) a
lax accounting method, previcusty approved by the
Service, whercundor most of the Company's tolal
expected redemplion service gxpenses were
pemiitted 1o be deducied when stamps were issued
and the balance declucted when stamps were
redeemed. The seitlement with the Service, which is
reflecled in the tinancial statements for the year ended
in 1976, was as llows:

(1) The Cempany, fortax purposes. agreed lo
reduce its accumutated provision lor
redlemption of outstanding stamps and o
Increase taxalle income for lhe fiscal year
endedin 1974 o assume areductionof 11%in
the total number ol outslanding stamps then
eslimaled o be redeemed in the fulure. This
resulted in a tax deficiency, before interest, of
approximalely $3,400,000. The Company
believas that the 115 reduction in oulstanding
stamps expected (o be redeemed for tax
purposes is unreasanably high, It consenled
to tha settlement only because of the
prospective cxpense and risk of hitigation and
because the recluction was of a type
whereunder any erior would be adjusted in
lateryears, resulling onlyina loss ottheuse ol
funds. Accordingly, the Company, as
explained in Note 2, revised its {inancial
statements to reflect a reduction of only
approximately 4%, instead of 11%, in the
number of stamps that would ullimately be
redeemed.

The Company also agreed 1o change its tax
accounting method effective with the fiscat
year endedin 1974 lo deducl a grealer portion
of redemption service expenses when stamps
are redeemed, as opposed o when they are
issued, with an expecled lax eflect of
approximately $3,500,000.

The Company expects to be assessed additional
California franchise taxes in the near fulure based upon
ihe lederal settiement.

In he fiscal year ended in 197G, prepaid income

. taxes and income taxes payabic were increasad by

appioximately $4,500,000 {or the tederal and Calilornia
effect of the settlement. The increase in prepaid income
taxes was subsequenily reduced by approximately

" 1,300,000 a5 aresult of the adjustment t the financial
: - statements to tellect a reduction in the number of
. stamps to be redeemed explained in Note 2. In

B
L
. -

addition, approximately $3,000,000 of the seltlementis

" FINAL PI‘OOI-

payabla without interest In equal unnual instaliments .
trom 1977 ivough 1983 and will beincludod in prepatd
income laxres and inconie taxas payable as the
instatiments become due, The settiement had no eftect
onthe consolidated stalemant of income whera tax
delicizncies constituted timing, rather than permanent,
difleiences,

NOTE BwLease commitments and rentil expense:

Al February 28, 1976 minimum rental commitments are
as lollows: .
Fiscal year ending in— e
1977 ... o0 coaa $2,541,000
2,202,000
. 1,963,000
1,767,000

1,308,000

D R

2,937,000
961,000
107,000

Net rental expenses were 54,420,000 and
$4,070,000 {or \he fiscal years endedin 1976 and 1975,
Renlals applicable to candly operalions are generaliy
deterrnined on the basis of a hixed percentage of sales
subject to a specific minimum rental, Percentage rental
expenses in excess ol minimum rentals, \which are
included abova, were $1,547,000 and 81 .288,000 {or
the fiscal years ended 1976 and 19785.

Substantally alt of the candy subsidiary's leases
are, based on current assumptions, considered
“financing leases"” as delined by the Securities and
Exchange Commission. The respective present values
of aggregate rental commitments (including esimated
future percentage rentals) of these leases were :
approximately $12,602,000 and $11,315,000 at
February 28, 1976 and March 1, 1975. In computing *
prasent values, prime inlerest rates ranging from 1.5%
to 12% were used and averaged approxlmaiely 8% in
each of the liscal years. The effect on net income, .
assuming the lcases had been capitalized atinception,
would not have been material, . ¢

[ T |
¥ 1)

NOTE 3—~—Legal proceedings:

Pursuant to an antitrust aclion filed by the federal
government a consent finat judgment was entered in
1967 providing for, among other things, a plan to ollcr
for sale one-third ol the Company's Calilornia trading
stamp business located withina contiguous
geographical area in Souther Calilornia, Thal portion
of the judgment has been suspended indefinitely by
slipulation and courl order signed in March 1976.

The Company is a defendant in a purported class

action filed March 1, 1971 to recover for stamp savers =~ ;]

monies collecled by it as reimbursement lor Calidornia
sales taxes on redemption of stamps. Plaintills claim
that redemption transaclions are not taxable and that
allsuch collections should be returned or, atternatively,
that such collections exceedad the Yax propctly .
payable and such excess should be relurned. The
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Company has paid sales taxes 1o the slate equal to

. s reimbursement collechions, The Company has
asserted claims against the stale lor reimbursement
of all or parl of any recovery by plaintifs, Fallowing
denial of these claims by ihe stale, the Company
cross-complained aganst the stale secking indemnity.
The original ¢lass action complaint against the
Company was amended to assert fraud and to seek
punitive damages. OnJune 1, 1973 two parlial
summary judgments were entered by way of
interlocutory orders, neither of which has yet become
final. The first was in favor of the Company to the elfect
that the redemption transactions were taxable. The
second was in favor of plaintifls to the effect that the
Company's colleclions exceeded the tax properly
payable, Inthe opinion of counsel for the Company, the
second partial summgry judgment was erroneous. The
tlass action compaint was also amended elfective
September 19, 1974 to assert, in subsstance, that the
Company's predecessor had engaged in simitar
conduct from 1961 until its merger into the Company in
1968, and that the Company must respond in respect of
the alleged liability of its predecessor to plainttis and
the persons they purport to represent for .
overreimbursement of sales taxes. On October 24,
1975 the California Supreme Court granted the pelition
of Blue Chip Stamps for an allernative writ of mandate
to determine (1) whether the trial court properly certified
the action as a class aclion and set it for trial without any
notice lo members of the purported class and (2)
whether or not an arder {or partial summary judgment
previously entered was erronzous. Proceedings in the
trial court ate slayed pending linal determination of the
mandale proceedings in the California Supreme Court,
Issues refating to the class action aspecls of the case
remain unresolved along with a number of issues of
fact. Maximum liability in respect of this action as
amended may be as high as §17,000,000 less the
amount of any money which may be recovered on the
claims against the stale. Counsel believes the
prospacis for some such recovery to be good. In the
opinion of counsel for the Company, substantial
delenses are available, but counsel cannot predict the
ullimate outcome of the aclion.

A purported class action was filed under {ederal
securilies laws on November 10, 1970 against the
Company and cenain of its present and former
stockholders and directors, on behall of retailer users
of Blua Chip Slamps who tailed to purchase securities
of the Company in a 1958 ollering 1o retailer users.

The complaint alleged damages to plaintiffs of
$21,400,000. together with exemplary damages of
$25.000,000. interest, attorngys’ fees and cosls, and
prayed that plainufis have the right {o purchase
securities of the Company on the terms of (he 1968
offering. Afler heanngs in the United States Dislrict
Courl and the United States Courl of Appeals for the
Ninth Circuit, the Supreme Court of the United Stalesin
adecision rendered on Jung 9, 1875 held that the
purported class did nothave standing to bring such an
action, Accardingly, the federal aclion is concluded.
On June 5, 1974 the Company was sejved witha “=~
16 Lo
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complaint in a substantially identical action based on
California corporate and common law tled in Los
Angeles County Superior Court on June 21, 1971,
Althcugh plaintifs are pursuing the stale courl action,
in the opinion of counsel for the Company, upon the
tacls now known, the present state of the faw and the
decision of the Supreme Courl in the federal action,
there appear to be substanlial defenses on the merits,

Report of
Independent Accountants
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. April 12, 1976
To the Board of Directors and T 9

Stockholders of Blue Chip Stamps

We have examined the consolidated balance sheet of
Blue Chip Stamps and ils consolidated subsidiary as of -
February 28, 1976 and March 1, 1975, and the refated
consolidatad statements of income and retained
earnings and of changes in financial position for the
fiscal years then ended. Qur examinations were made
in accordance with generally accepted auditing
standards and accordingly included such tests of

the accounting records and such other auditing
procedures as we considered necessary in the
circumstances. We did not examine the financial
statements of Wesco Financial Corporation whichis
accounted for on the equity method in the consolidated
financial statements {Note 1). These slatements were
examined by other independent accountants whose
report thereon has been furnished to us. Our opinion
expressed herein, insofar as it relales to the amounts
included for Wesco Financial Corporation, is based
solely upon such report,

As explaingd in Note 9 to the accompanying
consolidated financial statements, the Company is
subject to certain legal proceedings.

As described in Note 3 to the accompanying
consolidated financial statements, the Company
changed its method of accounting for marketable
equity securities as of February 28, 1576.

In our opinion, based on our examirations and the
report of other independent accountants and subject
to the effect, if any, of the legal proceedings referred
to in the second paragraph above, the consolidated
financial statements present fairly the financial position
of Blue Chip Stamps and its consolidated subsidiary
alFebruary 28, 1976 and March 1, 1975, and the results -
of their operations and the changes in theu financial
position for the liscal years then ended, in conformily
with generally accepled accounting principles
consistently applied during the period, except lor
the change, with which we concur, referred toin
the preceding paragraph.

Boie VLo 4 b
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Headquarters building of Wesco Firanmal Corporatian and Mutuz| Savings = Pasadena’s Gy Hall tn sgteground
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PBranches: Glendale, Covina, West Arcadla, Corona del Mar, Canoga Park, Thodsandj Oaks._ Vista, Santa A‘_n-a..-"
Capistrano-San Clemente, Channol !slands, Fountain Valley, Lake San Marcos, Upland, Carritos and:Fallbrook, Califérnia




TO THE STOCKHOLDERS OF
WESCO FINANCIAL CORPORATION

Consolidated net carnings of Wesco Financial
Corporation and its subsidiaries for 1975 amounted
to 34,351,000 {$1.83 per share) compared to $3,927,-
000 ($1.65 per share) in 1974, Quarterly earnings
per share were:

First Second  Third  Fourth
Quarter  Quarter Quarfer Quarter Year
1975 $ .36 36 54 57 1.83

Total savings in Mutual Savings increased $26,-
953,000 in 1975 comparéd with a decrease of
$12,413,000 in 1974. Out-of-state savings decreased
$5,261,000 in 1975 and $16,257,000 in 1974. Most
of the decrease in out-of-state savings in 1975 oc-
curred during the first six months of the year. At
December 31, 1975, out-of-state savings tolaled
$52,313,000 (14.7% of savings) compared with
$57,574,000 (17.3% of savings) at December 31,
1974, 'The amount of out-of-state savings appears
to have stabilized. ' -

Savings deposits are summarized at December
31 by interest rates as follows:

1975 1974 1973
5% % 38% 36 35
5% 1 2
5% 3 3
6 ' 10 23
Y] ik 8
6% 4 3
7 1 1
7V 27 22
7% 5 —_
Over 73 - — 2 .
100% 100 100

Cost of savings and cost of funds (savings and
borrowings) continued to increase in 1975 as did
the yield on the loan portfolio of Mutual Savings.

1975 1974 1973 1972 1971

6.29% 6.00 560 556 551

Cost of Savings

Costofall Funds 641 625 569 559 571 .

Yield on Loans at .
yearend 755 736 777 7.03 6.82

We expect the cost of savings to rise gradually
during 1976 because of the increased funds being
converted to and deposited in certificate accounts
paying 7%2% and 73:%. Yield on loans will also
increase, _ o

Real estate loans made during 1975 totaled
$36,317,000 compared with $31,998,000 in 1974.
Loans in process and firm loan commitments, which
at December 31, 1974 were $3,240,000, have de-
creased to $1,643,000 at December 31, 1975,

The liquid assets of Wesco were markedly im-
proved during 1975, with cash and marketable
securities at year end totaling $77,417,000 compared

with $53,065,000 at Becember 31, 1974, Also notes
payable were reduced during 1975 by the sum of
$2:4,765,000 and at year end were $26,210,000,

Mutual Savings and Wesco, which at December
31, 1974 had invested $12,900,000 in public utilities
preferred stocks, increased such investments during
1975 and at year end had invested $23,206,000
{$267,000 in Wesco) in such stocks with an annual
yield of 710.20%. Mutual Savings, by regulation, is
limited to 5% of assets in the amount of preferred
stacks of public utilities it may own. lts present
investments approximite that amount. During the
last quarter of 1975, Mutual Savings purchased
municipal bonds and at year end had ‘invested
$4,554,000 in such secuorities with an annual yield
of 7.1 ‘3’0 ._

For several years, Mutual Savings constructed
homes at its Friendly Valley development, No homes
were constructed during 1975, 91 units of homes
previously constructed were sold and, at December
31, 1975, 7 units remained unsold, 6 of which were
in escrow. A portion of the land in Friendly Valley
was sold in 1975 10 a responsible builder, who has
completed the construction of 58 residences which
are presently being sold. As such residences are
sold, Wesco will récognize its profit of $198,000 on
the land sale, We expect to dispose of the remaining
land at Friendly Valley to builders for development,
rather than building for our own account.

We continue to market portions of property
owned al Lake San Marcos in San Diego County,
having sold in 1975 one parcel of 195 acres for the
sum of $614,000 resulting in a profit of $208,000,
which is carried as: unrealized profit due to the low
down payment. We expect to dispose of. substan-
tially all of our remainiiig vacant land at Lake San
Marcos during 1976, retaining our one-half interest
in a modern shopping center, motel and restaurant.

During 7975 Mutual Savings opened three new
branch offices in Upland, Cerritos and Fallbrook,
bringing the total number of Mutual Savings offices
to sixteen. Four new brinch offices were opened in
1974 and three in 1973, .

On January 20, 1976 Wesco increased its regular
quarterly cash dividend from 115¢ to 17%2¢, payable
March 11, 1976 to holders of record at the close of
business on Tebruary 20, 1976. ' '

A “Summary of Operations” for a five-year period
is presented on page 2, followed by “Management’s
Discussion and-Analysis” of that Summary, The pur-
pose of the Summary and Discussior is to enable
investors to compare periodic results of operations
and to assess the source and probability of earnings.

1LOUIS R. VINCENT! _
Chairman of the Board and President
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WESCO FINANCIAL CORPORATION
AND SUBSIDIARIES

Summary of Operations
Year ended December 31, 1975 and four prior years

*Per share edrnings and book value per $hate are based on 2,373,269 shares outslanding at December 31, 1975,

A 975 1974 1973 1972 1971
Investmant income: _
Interest ‘on loans . e 8 28,&80,000 28,463,000 27,450,000 25,318,000 25,117,000
Interest on markelabie securillas RN B YA N1 ) 3,202,000 2,950,000 2,362,000 1,740,000
Dividends on common and pre- N C
lerred Socks .. oviinvinonen _ 1.953.000 974,000 463,000 185,000 -
Interes) and dividends onh invesi- '
ments required by law ....... 519,000 533,000 : 452.000: 251.000 388,000
Total investment fncame . . 3‘.091.000 -33:172,000 T 31,325,000 28,116.000 ?_7.245.000
Cost of money: B S ' _ _
Interest on savings deposits . ... 21,840,000 - 20,419,000 20,001,000 19,304.000 17,298,000
Interest on noles payable . ...... 2,628,000 3,364,000 1,313.000 611,000 3,105,000
Total cost of money .... - 24,472,000 23,783,000 21,314,000 19,915.000 20.403,000
Margin on investments ... 9,609,000 9,389,000 10,011,000 8,201,000 6,842,000
Loan lees and service charges . ... . 1,362,000 1,542,000 1,786,000 2,662,000 1,684,000
Operations and net gains from sales L » : )
of real property ........ rramun 90_9_,0_00 593,000 831,000 €22,000 320,000
Rental of office premises, net «..,.. 288,000 - 206,000 303,000 261,000 238,000
Net gains or {losses) on sales ol mar- _
ketable securities ............ ( 62,000) {429,000) { 72,000) 2,000 51,000
Omer income, net .. .o..aou .. . 142,000 96,000 116.000 124,000 111,000
12,138,000 11,397,000 12,975,000 11,872,000 9,246,000
General and administralive expenses 4,710,000 4,208.000 3,702,000 3,436,000 3.127.000
Earnings belore taxes on in- o . . o
BOME o v nneinsansrns 7.428,000 7.189,000: 9,273.000 8.436.000 6.119,000;
“Taxes on income: Ty g ' '
Cumrent ........ et eraaaas . .3,735000 - 3,262,000 4,263,000 3,018,000 2,530,000
Deferred ..... [T i {658,600). —_ 402.000_ 1.082.000 465,000
3,077,000 2"62 200 4,665,000 4.100.000 2,995,000
Net earnings .......... o3 4359000 - _ 39: 927,000, 4,608,000 4.336.000 .3,124,000
Pershare® ......... TR - $ . ¥as 1,65 1.94 1,83 182
FINANCIAL. DATA AT YEAR END- . :
TOIASSELS oo vvunsvenien... 3470,127,000 _ 465,646,000 -451,980,000 448,240,000 423,969,000
Real estate toans’ ... veeesi ians $37‘l.0&1,000- .+ 386,398,000 387,165,000 367,679,000 356,933,000
Savings accounls ...... ranens e $380,070,0000 ' 333,117,000 345,530,000 361,272,000 329,782,000
Shareholders' equity ...... 3. 73.210. ). ' 70.291,000 . _ 67,551,000 64,018,070 59,682,000.
Book value pershare® ......ov. e $ 30.85 T ©o2962 T 28.486 26,98 25.15




Managemen ¥'s Discussion and Analysis of Summary of Opefaf/bns-

“The accompanying Summary of Operations covers
*the five years ended December 31, 1975.

The principal business of Wesco Financial Corp-
oration "(Wesco) is the ‘ownership of all of the
outstanding stock of Mutual Savings and Loan

Association (Mutual Savirigs), which operates sixteen

offices in Southern California. Wesco also owns and
operates a Pasadena business block in which its head
office and the head office of Mutual Savings are

located. This block is fully improved with a 9-story

modern office building, a 420-car garage and four
retail stores; Wesco invests:its cash funds in market-
able securities and. at December 31, 1975 had so
invested -the sum of $14,026,000. Mutua! Savings’
principal business is the lending of moriey secured

by fifst liens on real estate (principally resideritial} to

enable borrowers to purchase, construct or re-

finance real property. Funds are provided by savings

deposits, principal payments on existing loans, bor-
rowings from banks and operations.

INTEREST ON .LOANS. This source of income is
dependent upon the amount of loans and the yield
thereon. The yields at December 31, 1975, 1974 and
1973 were 7.55%, 7.36% and 7.17% respectively:

Total real estate loans outstanding at the end of

such years were $371,047,000, $386 398,000 -and
$387,165,000.

INTEREST ON MARKETABLE SECURITIES. invest-
ments have consisted principally of certificates of
deposit of major banks, bankers acceptances, Umted
States Govérnment bonds, notes, bills, agency secur-
ities and municipal bonds. The variation in income

shown op the accompanying Summary-is accounted

for by the varying amounts invested and the varying

yields obtained in the particular year. The dmount

invested in m_a,rke_t_abie securities from time to time
is dependent on the cash flow available for invest-
ment and the amount committed. for investment in
-real-estate loans '

DIVIDENDS ON C;’DMMON AND PREFERRED
STOCKS. In May, 1973 $6,785,000 was invested in
271,000 shares of common stock of Crocker National
Corporation. The investment at December 37, 1974

was. $5,079,000 and at December 31, 1975 was

$1,853,000. 70,700 shares were sold in 1974 and
128,000 shares were sold in 1975 at approximate -
cost. The remaining 72,900 shares were sold in 1976
at a loss of $85,000. :

Commencing in April, 1974 Wesco and Mutual
Savings purchased public utility preferred . stocks,
and at December 31, 1974 had invested $12,9060,000-
($267,000 by Wesco) with an annual yield of 9.77%.
At December 31, 1975 $23,206,000 {$267,000 by

"Wesco) had ‘been mvested with an annual vield of

10.20% and a market value of $23,825,000, which
at February 28, 1976 had increased to $25,008,000.
The income on common and preferred stocks re-
flected in the accompanying Summary is that earned
in the particular year from the securities held. 85%
of the dividend income from stocks is deductible in
computing Federal Income Taxes. Mutual Savings,
by regulation, may invest in preferred stock of public
utilities in an amount up to 5% of its assets, At
December 31, 1975 Mutual Savings’ investments in

_preferred st.ocks approximate that amount.

The market value of preferred stocks varies as
interest rates vary, Since inlerest ‘rates at 1975 year
end were somewhat lower than the rates at time of
purchase, the miarket value of our preferred stocks
increased above cost. Interest rates continued to
decline in 1976 resulting in a further increase of
market value.

INTEREST 'AND:. DIVIDENDS ON INVESTMENTS
‘REQUIRED BY LAW, This source of income consists
of dividends received on stock of the Federal Home
' Loan Bank of San Francisco and interest received on
our secondary reserve held by the Federal Savings
and Loan Insurance Corporation. A dividend of
$189,000 was declared in1973, $229,000 in 1974 and




$198,000in.1975 all in the fourth quarter. The varia-
tion in amount of interest on the secondary reserve
has beén nominal. :

INTEREST ON SAVINGS DEPOSITS. Savings at

December 31, 1972 which totaled $361,272,000, de-
creased in1973 to $345,530,000 and to $333 117,000
at the end of 1974, and increased to $360,070,000
at the end of 1975. Although savings declined during
1973 and 1974, interest paid increased due to higher
rates, which became effective july 1, 1973, and to
substantial funds being c¢onverted from maturing
lower-rate certificates to certificates bearing higher
interest rates. The substantial increase in the amount
of interest paid ‘on savings deposits in 1975 was
occasioned by increase in total savings and a con-
tinuation of conversion of lower-rate certificates to
certificates'bearing 7% % and 73 %.

INTEREST ON NOTES PAYABLE. The variation in
interest on notes payable is due to fluctuations in
amournts borrowed from time to time and varying
rates -paid. Rates of interest on borrowings varied
in 1975 from 7% % to 10%2%, in 1974 from 7%2%
to 12% and in 1973 from 7%2% to 9% %.

MARGIN ON INVESTMENTS. Margin on investments
is the difference between total investment income
and the cost of money, and is made up of the items
discussed above. The $622,000 decrease in margin
between 1974 and 1973 is the result of an increase
in the cost of money by $2,469,000, with investment
income increasing by only $1,847,000. The margin
increased in 1975 by $220,000, with total investraent
income increasing $909,000 and total cost of money
increasing $689,000.

LOAN FEES AND SERVICE CHARGES. This income
..was derived from the following sources:

1975 1974 - 1973

Loan Fees S 721,000 58000 855,000
Commitment fees — "189,000 180,000

‘Escrow and clerical {ees 47,000 ‘i02,000 139,000

Prepayment charpes 314,000 334,000 341,000
Late chargés 82,000 59,000 152,000
Other charges 198,000 100,000 119,000

51,362,000 1,542,000 1,786,000

OPERATIONS: AND NET GAINS FROM SALES OF
REAL PROPERTY. Mutual Savings, over a pericd of
years, has acquired foreclosed teal property includ-

ing vacant land. Some vacant land has been disposed

of from time to time and, on other occasions, resi-
dential units ‘were built thereon and sold. During
1973, 38 residential units were sold, 17 of which
had been constructed by it and in 1974, 53 units
were sold of which 45 had been ‘constructed by it

and in 1975, 96 were sold of which 91 had been

constructed by it. Parcels of vacant land were sold
in 1973 and 1974 resulting in profits of $495,000
and $215,000. In the fourth quarter of 1975, a profit
on vacant land of $256,000 was recognized on a sale
that had been made in 1969, The variation in the
sale of residences and of vacant land accounts for
the variation in the income shown on the accom-
panying Summary.

RENTAL OF OFFICE PREMISES, NET. Substantially all
‘of this income is derived from the Pasadena business
block-owned by Wesco in which the head office of

Mutual Savmgs is located. The decrease from
$303,000 in 1973 to $206,000 in 1974 is attributable
to a $32,000 increase in expenses and the loss, at
December 31, 1973, of a ‘tenant occupying 26,000
square feet of space (20% of total rentable space).
Al 1974 year end, 9,800 square feet of space was
vacant compared with 7, 900 square feet of vacant
space at 1975 year end. Net rental income in 1975
improved by $82,000, to a total of $288,000 by reduc-

tion in unrented space and increased rentals ob-

tained, despite an increase in costs of operation of

$48,000.




NET GAINS (LOSSES) ON SALES OF MARKETABLE
SECURITIES. A loss of $429,000 taken on sale of
securities in 1974 is accounted for by two trans-
actions. 1n order to improve the quality and yield on
public utility preferred stocks owned, some siles
were made at a loss of $171,000 and the funds
reinvested in other preferred stocks considered of
better quality and providing a higher yield. Govern-
ment and agency obligations were sold at a loss of
$256,000 and proceeds reinvested so as to reduce
the time to maturity. The loss of $62,000 in 1975
is due principaily to sales of securities with the pro-
ceeds being used to purchase more desirable issues,

GENERAL AND ADMINISTRATIVE EXPENSES. Gen-
eral and administrative expenses increased $506,000
in 1974 and $502,000 in 1975 as compared to the
fespective prior years. Business expenses were
12.9% of gross income in 1975, 12% in 1974 and
10:8% in 1973. The increases were occasioned
wprincipally by inflation, the expense of opening and
“operating. four additional offices in 1974, three addi-

{

itional offices in 1975 and the cost of computerizing
(‘Efo_u raccounting system,

o

e,

L
TAJ?S'E_S ON INCOME. Taxes on income were 41.4%
“of earnings before taxes on income in 1975, 45.4%
in 1974.and 50.3% in 1973. Total tax expense varies
with the“ingrease or decrease in pre-tax accounting
income adjusted for permanent differences (gener-
ally non-taxable revenue or non-deductible expense
items). The main reason for the decreasing effective
tax rates is the 85% dividends received deduction

on common and preferred stock. This deduction

has increased as the investment in preferred stock
has increased.

A reconciliation of total income tax and the
amount computed by applying the U. S. Federal

Income Tax rate of 48% to earnings before taxes

“on income follows:

1975 - 1974 1973

Computed “expected”

Federal taxes $3,565,000 3,451,000 4,451,000

Increase (reductions} in
taxes resulting from:

Net gains on sales of
foreclosed real
property

State franchise tax.net
of Federal income
tax benefit 418,000 422,000 606,000

Dividends received.
deduction on
commorn-and
preferred stocks

Other pesmanent _
differences 168,000 5,000 183,000

(278,000)  (219,000)  (386,000)

(796,0000 {397,000}  {189,000)

Taxes onincome  $3,077,000. 3,362,000 4,665,000

Deferred tax expense was $402,000 in 1973, nil
in 1974 and ($658,000) in 1975. The decrease in
deferred taxes was caused principally by the de-
crease in loan fees and accrued investment income
recognized for financial statement purposes and the
increase in loan fees and investment income recog-
nized for tax purposes.

STOCK MARKET DATA. The following table indi-
cates the quarterly high and low prices for Wesco's
capital stock on the New York Stock Exchange for

the last two years:

.
1975 1974
High Low
1% 8% March 31 15 1%
12 107 June 30 15 9%

1% 9 Septembar 30 13%2 6.
10% 8% December 31 93, 7z

Quarier Ended High Low

A copy.of Form 10-X or 1975, filed with the Securilies and Exchange Commission, is_ available wilhout charge upori a stockholder's written request
addresied 1o Mrs. Dolotes Henilérson, Assistant Secretary, Wesco Financial Corporitibn, 315 Eist Colorado Boulevard, Pasidena, California‘9110%,




Consolidated Balance Sheets

December 31, 1975 and 1974 | | .
ASSETS . 1978 1974
Gash .8 3580000 1,067,000
Marketable securities (notes 3 and 11). : : L
Certificates of deposit o 40.300 i 24,010,000

Unijted States Government and agency obligations and
- other marketable securities, at amortized identl: o
fied cost (quoted market, $48,923,000 in 1975 and i S )
$9.953,000IN1974) oL oiiiiviiei i - 48,734,000 10,009,000
lnvestment in common stocks (quoted market, ' R i

$1,567,000 in 1975 and $3,039,000 in 1974) ...... N "i.isa.ooo- z 5,079,000
Investment in preferred stocks (quoled. market, | _
$23,825,000 in 1975 and $11.831,000 in-1974)... .. 23_.2_00,(_!0% : 12,900,000
Loans receivable, less unearned |oan fees, unrealized profit D T )
and loans in process {nofes 2 and 3} ..c...oivyany e . ‘373,059,000 T 369,065,000
Accrued interest and dividends receivable .............. . _ 1,5!_1.@0, ) 1,935,000
Properties purchased and held for investment, at cost .. .. o 288,000 661,000
Properties acquired through foreclosure by Mutual Savings: : T
and held for sale, at cosl less allowance for losses, T T
$251,000 in 1975 and $280,000 in 1974 ... vvvvyen R 3_,2'3,000 : 5,819,000
_ Investments required by taw: S
N Investment in stock of Federal Home Loan Bank, at o
: cost (no_tea),....,.....-...-............_.._.... : wr.ooo i 3,745,000
Prepayments lo FSLIC secqpdary reserve ,.....,... 5 4,792,000 i 4,863,000 k
Ottice properties and equipment, net (no1e 5) <. ..v.vvn. .. 5,080,000 :. 5,140,000 _
Prepald expenses and sundry assels, at cost .. .... v . 657,000 - _ 1.353.000 =
$470,127,000 " 485,646,000 .
e o . ‘ ~
LIABILITIES AND STOCKHOLDERS' EQUITY
Cash disbursements to be funded atbank «.....o.vivnns . §. 648,000 1,248,000
Bavings deposits ... vuusuiiiiiiiaia s in ey . 380,070,000 333,117,000
Notes payable {(ROte 3) .. vonvviviinnvimsiiscrasiinsss ;26,210,000 50,975,000
Advances by borrowers for taxes and insurance ..... ..., oo, TI9000 1,129,000
Accounts payable and sundry accrued expenses .. .. eas ! 4,032,000 - . 996,000:
Taxas on income {note 4): i R
CUITERL ..ttt cranira s st a s e L. 981,000 . 41,000
Deterred ..... T T N PP T 191000 7,849,000
Total liabilities . ..vveeyenesnnseensienss [ 398,909,000 395,355,000 4
Stockholders' equity (notes 4, 7.and 8): P L |
Capital stock of $1 par value pershare. T |
Authorized 2,500,000 shares; lssued 2,373,26 Fet e ; ) ;
SRATES . vvs e s enetnnenssenenossnnnnnenens L 2a79,000 /4 9,373,000 :
Capital surplus arlsing tromi stock dividends .. ....... : 088,000 - 28,066,000 -
Retained earnings ...... e as s er et I anrresen ' * 89,852,000
Total stockholders® equity ...,.....evernn..... 13218000 | 70,291,000 .
Commitment.and contingent liabllities {rotes 6 and 10}, . R r o -
; _'-ﬂ?ﬂ,ﬂ?,@_ L 465,646,000

See accompanying notes to consolidated linancial statements.




Consolidated Statements of Earnings
Years ended December 31, 1975 and 1974

1975. 1974
" Investment income: .
Inlerest on l0ARS vvesvvrnrrvosanssasernseacrsnnae $ 28,438,000 28,463,000
Interest on marketable securilies ... .osviireeatanes 3,171,000 3,202,000
Dividends on common and preferred stocks .. vvvev. . : 1,953,000 974,000
Interest and dividerids on lhvestments required by law 519,000 ___533.000
Total investment INCOME .. s trvasvranansy . 34,081,000 33,172,000
Cost ol money: ) ]
Interest on savings deposiS .\ vvvieireeiarrerenens 21,844,000 20,419,000
Intarest on notes payabte ....... drsererirsasa - 2828000 3.364.000
Total cost of money ...... ertierereneans 24,472,000 23,783,000
"Margin on inVestmentsS cuvveerrceniiierans 9,609,000 9,389,000
Loan fees and service Sharges ..vvvvivaveiveinernnens 1,362,000 1,542,000
Operations and net gains from sales of real property {note 9) “ 909,000 §93,000
Rental of office premises, net < vvuviivnvenrnionivenes _ 288,000 206,000
Net fosses on sales of marketable seourities .. .ovevivney. ( 82,000) (429,000)
Other income, NBL «vyvovvvnensns feviean arriaren cereas 32,000 96.000
12,138,000 11,397,000
General and administralive eXpenses ... c.ovsevvearnsas ' 4,710,000 4,208.000
Earnings befora taxes-on income .......... 1.qz|'.ooo 7.189.000
Taxeson income (note 4): : o ' '
CUITENL o e i iiicnnires s ienntnnsacrnne Yerreaes 3.735,000 3,262,000
Deferred ., v.ivvenrnnvcnnss N badeeastereeasians gGSB.OM)_, . -
3,077,000 3,262,000
Nel €arnings «vevesenresrens feereeneyan . $ 4,351,000 3,927,000
Earnings per capita! share based on 2,373,269 shares ..... % 183 1.65
See accompanying notes to consolidated financlal statements. - '
f o A . L y - " . ’ X
Consclidated Statements of Stockholders’ Equity
Years ended December 31, 1975 and 1974
1975 1974
Capital stock .8 2378000 2,373,000
Capital surplus arising from stock dividends . 28,088,000 28,066,009
Retained earnings: o .
Appropriated (notes 4 and 8): -
Beginning of year ..i.icvieanas CEevEiseEeeas 43,042,000 42,446,000
Allocation of net-earings .......... Cibasnaans L. 1,088,000 . .. 596,000
End of year ..... peesas O - 44,130,000 43,042,000
Unappropriated (note 7): n s : ) T
Beginning of year ....... PR 26,049,000 23,305,000
Cash dividends declared and pald et e N 1..4.54@_00) : { 1,187,000)
Allocation of net eamings . Srerasraasaraad S 9283000 3,331,000,
Eﬂdofyear ...._.......‘-..-.b..on-'t_--uo'..'-._. : 27..'..000 ) 26.049.00’0
Less stock dividends at market value ' 0 (29,299,000) - (29,239,000}
Total retained €aMINGS. .. ..coovvruieaenn. - 42,779,000 39,852,000
Total stockholders' equily ...... S .8 .73.218,000 70,291,000

See accompanying noles to consclidated tinancial statements.




Consolidated Statements of Changes in Financial Position

Years ended December 31, 1975 and 1974 ;
1976 1974
Funds provided: o
NEt GAININGS <1 vvresnrrtasisesastassserivesassnnas $ 4,351,000 3,927,000
Gh'argéas (credits) to earnings net requirlng (provlding)
unds;

Depreciation and amortizalion ...i..veeirseravanys 935,000 .. 314,000
Interest on savings. deposits credlled lo savings ac- o . .

COUMS 4 ynnnsnssvnmranenmranns renassiivanas 16,811,000 14,810,000
FSLIC primary premium transferred from s_econdary'

TESEIVE . cvuitesensimaracssrnasesintnsonsans - §8,000 ‘86,000
‘Beferred.income 1axes (NO18.4) ..cvvnerriennesnnss ( .658,000) -
Amarlization of fees and disCOBAIS «. . vveviianiens (' 342,000} { 409,000)
Recognition of unrealized profit on real property ..... { 014.000): ' { 410,000)
Interest income on FSLIC secondary reserie .. ,..... {_320,000) {__305.000)

Funds provided from operations .. .oveveeneenas 19,251.000 ) 18,013,000

Principal payments on real estale loaNS .. .vvvvvivsnenn. . 51,419.000 35,025,000
Additions to delerred. loan fees «,v..vuuin, iaravaaeaaa : 79,000 277,000
Sales of real property, netof Gains «vvviviriaiasncansis. o 4,429,000 1,769,000
Increase in notes payable .......... UR Cariasaeens . - 23,270,000
Increase in 10ans IN PrOCESS . ivitiirrnrscasinrinnasanns ‘943,000 -
Additions to unrealized profit on real property .......v.un 439,000 155,000
Increase in SAVINGS UEPOSHS . i ornnannsancasnenns _ 10.312,000 -
Decrease In €ash v iiiiiiiiiiisvrnorsanmenisavnnsns _ 1,332,000
' Other, net «.....,. Sarearnraan Crrrraeraitesirantaens &222.000‘ -
‘ Total funds provided .. ....cuiinsienerinsnnss $ 90,080,000 79,845,000 -
Funds used: _ :
Cash dividends declared and pald (note 7} . ........ varen $ 1,42!.000 1,187,000
Decrease in 3avings deposits «. .oy ievniciniransvananran ' 27,223,000
Decrease in notes payable (.cioovsairscnciirencrsannes 24.705.000 —
Investment in real estate I0ANS . v ovevrininernrnnnns v e 48,317,000 31,998,000
lnvestment in buildings and olher assets c.cuvvseveronanes 275,000 282,000
Additions to real property ...c,.vviiiiinanns Ceeranaees - 1,628,000 2,219,000
Dincrease in 10anS IN PrECESS & vaevtssrcnensrnsecnsesin ‘ - 1,863,000
investment. in stock o! Fedaral Home Loan, Bank s ey 222,000 54,000
Decrease in advances by borrowers for taxes and insurance 275,000 : 132,000
Increase in markelable SBEUMIES 4 cuuyvivinssie s inns - 21,970,000 13,037,000
IMCrEASE MM CASH, « v e vy v invsaesamennnsnmcrrnassssnenn : 9,419,000 - -
Other, net . .oouvennnnn. rerereaaeas v L ) 1,830,000
Total furids USEH «cvuveyeiairvrenrestsnannns * 490,088,000 79,845,000

See accompanying-iloles to consoligaied financial statements.




December 31, 1975 and 1974

Notes to Consolidated Financial Statements

T -Summary of Significant Accounting _l'olicies

The following items comprise the significant account-
ing policies which the Company follows:

Principles of Consolidation

The consolidated financial statements include the
accounts of ‘Wesco Financial Corporation (the
Company} and its wholly owned subsidiary,
Mutual Savings and Loan Association and its
wholly owned subsidiaries (Mutual Savings). All
material intercompany transactions have been
eliminated. '

Marketable Securities

US. Government, agency obligations and other
marketable securities are carried at identified
cost, adjusted for amortization of premium and
accretion of discount over the term-of the secur-
ity and are not carried at the lower of cost or
market because it is management's intention to.
hold them to maturity.

Common and preferred stocks are carried at iden-

- tified cost. See Note 171 for discussion of market-
) o able equity securities.
Loan Fees

Loan fees for originating loans are deferred for
amounts in excess of 1% of the loan amount
plus $200 for non-construction loans and 2%
of the loan amount plus $200 for construction
loans. Deferred fees are amortized into income
by use of the straight-line method over seven
years.

Loan Valuation Allowances
Valuation allowances for estimated losses on spe-
cific loans are charged to earnings when any
significant and permanent decline reduces the
market value of the underlyirig security to less
than the loan. Such losses are usually indicated
during foreclosure proceedings.

'Real Property Valuation Altowances

Valuation allowances for estimated losses on real
property are charged to earnings when any
significant and permanent decline reduces the
market value to less than the cafrying value.

When the Company intends to hold real estate
held for sale for a period in excess of 18 months,
future direct holding costs for maintenance,
property taxes, insurance, direct selling expenses,
costs. of completion or improvement and a dis-
count factor to give effect to the cost of maney
are considered in determining the amount of
required valuation. allowances.

Office Properties and Equipment

Office properties and equipment are depreciated
by use of the straight-line methad over the esti-
mated useful lives of the various classes of assets
from the respective dates of acquisition. The use-
ful lives used for the principal classes of assets

are:
Buildings and 'improveme_nls 10to 45 years
Furniture, fixtures and equipment 4 to 10 years.
Leasehold improvements Ito 35 years

Maintenance and repairs are charged to appropri-
ate expense accounts in the year incurred; re-
newals and material betterments are charged to
property accounts,

Cost and accumulated depreciation and amortiza-
tion applicable to assets retired or otherwise
disposed of are eliminated from the related
accounts and the profit or loss on disposition is
credited or charged to earnings. '

Profit on the Sale of Real Property

Profit on the sale of real property is recognized
when the buyer has made an irrevocable com-
mitment to the sale and has met certain down
payment and amortization requirements. In gen-
eral, the down payment requirements range
from 10% to 25% for improved property and
from 15% to 30% for unimproved property
based on the use of the property and cash flow
projections. Amortization requirements include
the payment on an annual level payment basis:
{principal and interest) over a period not to
exceed from 15 to 30 years, depending on the
type and use of the property, with payments
c?mrlnencing not later than one year from date
of sale.



(2) Loans Receivable
Loans receivable are summarized as follows:
1975 1974

Real cstate loans an residential -
property afs
One to four units (home loans) ‘$273,496,000 284,865,000
More than four units ........ 87,250,000 92,786,000
Real estate lpans on ather

Properties ...vieveiieen. 13,265,000 11,496,000

374,011,000 389,167,000

Less:
Unearned loan fees vouyuuyas

Unrealized profit on sales of
real praperty .. ...,
Loans in process

{ 8120000  1,075,000)

(11330000  _{ 290,000)
371,641,000 386,395,000
2,018,000 2,667,000
$373.059.000 389,065,000

Loans on savings deposits ... ..,

{3) Notes Payable

The following is a summary of notes payable:

Federal Home Loan Bank advances, secured by
certain real estate loans and Federal Home Loan

Bank stock, with interest at 7.50% in 1975 and

7:50% 10 9.75% in 1974 and with maturity dates
as follows:

Yearending Deg. 31, 1975 1974
1975 — 17,400,000
1976 _ 343,000 343,000
1977 ' 3494000 3,494,000
1978 3,394,000 3,494,000
1979 3,494:000 3,494,000
1980 3,494,000 3,494,000
1981-1984 11,881,000 11,881,000

26,200,000 43,600,000

Bank notes duc on demand with
interest -principally at prime
secured by certain marketable
securities and real estate Joans 10,000
$ 26,210,000

e ————-ee
—_———

7,375,000
50,975,000

————

(4) Taxes on Income

If certain conditions are met, savings and loan assoc-
iations, in determining taxable income, are allowed

special bad debt deductions based on specified
experience formulas or on a percentage of taxable
income before such deduction, The bad debt de-
duction must be within certain limitations based on
outstanding loans and the ratio of reserves and un-
divided profits to savings deposits. Mutual Savings
has reached such limitations which preclude de-
ductions from income in arriving at Federal taxes
on income.

The investment tax credit, which is insignificant, is
recorded by the flow-through method of account-
ing whereby, in the year available for utilization, it
is applied as a reduction ‘of income ‘tax expense,

Appropriated retained earnings at December 31, 1975
‘and 1974 ‘include approximately $44,940,000 and
$43,852,000, respectively, (before elimination of
$810,000 in consolidation) of tax reserves for which
no provision for Federal income taxes has been
made. If in the future these appropriations are
used for any purpose other than to absorb bad
debt losses, Federal income taxes will be imposed
at the then applicable rates.

Federal income tax returns of the Company and
Mutual Savings for 1972 and 1973 are currently
under examination by the Internal Revenue Service.
In the opinion of management, additional tax as-
sessments, if any, will not have a material effect
on the accompanying consolidated financial state-
ments.

Income taxes for 1975 and 1974 include the follow-
ing.components:

1975 - 1974

Current Deferred ~ Current  Deferred

Federal  $2,867,000 (594,000} 2,451,000 —
State _ 868,000: ( 64,000) 811,000 —_
Total  $3735000 (6580001 3,262000 —

Deferred taxes result from timing differences in the
recognition. of revenue and expense for tax and
financial statement purposes. The sources of these
differences in 1975 and 1974 and the tax effect of
each were as follows:




1975 1974

- Financial stafement  recognition
of loan fops bess than tas recog-
PHEON 4 cvavansvrnrnnrananss

$ (290,000) {156,000}

Calitornia - franchise tax recop-
nized for financial statement
purposes on accrual basis, but _
on cash basis for tax purposes 128,000 156,000
FSLEC secondary reserve interest
intome recognized on the fi-
nancial statemoents, but defer-
rod for tx parmposes ., vuaaei.

45,000 166,000

Investment  inconie  recognized
tor financial stitemest pur-
hoses on acerual basis, but on

cash basis for tax purposes ...

{150,000 (24,0000

Other timing differenices . ... 135,000 (142,0001

SGBOD) —

A reconciliation of total income tax and the amount
compuited by app[y:ng the U.S. Federal income
tax rate of 48%% to earnings before taxes on income
follows:

1975 1974
Computed  “expected”  Federal
INOS  wiissannacranvannane 83,565,000 3,451,000
Ivereases ireductions? intaxes re-
sulting from:
Mot gainy on sales of fore-
clased real property . ... ... 1278.000) {219,0000
State tranchise tax, net of Fed- o _
eral income tax benefit .., . 418,000 423,000
Dividends -received deduction {796,000) (392,000
on common and preferred
SIOCKS 4 iiianannninatens
Other permanent diiferences 168,000 5,000__
$3,077,000 3,262,000

(5) Office Properties and Equipment, Net

Office properties and equipment it cost less accumu-
lated depreciation and amortization consist of the
f_oll'ow‘ing:

1975 1974

AN vevinrarrenvirnrereess  S1,509000 1,509,000

Office hutldings and leaschold :
IMProvements: .y .yvseven e 5,989,000 5,780,000

Furiiture, fixtutes and equip- :
MO L iaavasravasasansas 919,000 930,000
8,417,000 8,219,000

Accumulated ‘depreciation and

AMOTHZALN Luveirisvinnnn 3,337,000 3,079,000
$5,080,000 5,140,000

(6) Retirement Plan

A noncontributory retirement plan is in effect for all

eligible employees of the Company and its subsid-
iaries. Employer contributions are computed utiliz-
ing the agpregate cost funding method. The
contributions for 1975 and 1974 approximated
$87,000 and .$94,000, respectively. The actuarially

computed value of vested benefits as of December

31, 1975 and 1974 did not exceed the market value
of the assets of the retirement fund.

The Employee Retirement Income Security Act of

1974 became law on September 2, 1974 and is
principally concerned with participation, vesting,
and funding requirements, Pension plans in exist-
ence on January 1, 1974 are not subject to those
requirements until plan years beginning after
December 31, 1975. Some changes to the plan will
be required and. the effect of such changes on
future provisions for pension -expense, periodic
funding of pension costs or unfunded vested bene-
fits will not be known until revised actuarial comp-
utations are made.

(7) Dividends

Quarterly cash dividends of $.15 per share: declared

and paid .during 1975 amounted to $1,424,000.
Cash dividends declared and paid during 1974
amounted to $1,187,000.

{8) Reserve Requirements

i

The Federal Savings and Loan Insurance Corporation,

in connection with the insurance of savangs de-

posits, requires savings and loan associations to

maintain certain reserves which may be used only
for the purpose of absorbing losses. In addition,




associafions must maintain cerlain reserves under
California law. Such reserve requirements were met
by Mutual Savings as of December 31, 1975 and
1974,

(9) Real Estate Operations.

Operations and net gains from sales of real property
are summarized as follows:

Recopnized nef: gains from
BSOS L aunvnernansareaeaas $ 920,000 ¢ 591,000
Income from fentals ,.oov, .. 151,000 106,000
‘1,071,000 699,000
Less maintenance and sales ex- _ .
PONSE v yvensrsncannessnnn 162,000 106,000
$ 900,000 503,000

(10) Conlingent Liabilities

Mutual Savings is named as one of the defendants in
several class actions relating lo certain common
practices in the mortgage lending field. The out-
come of this litigntion. cannot he predicted; how-
ever, based on the facls presently available; the
Association beligves there are substantial defenses
to these actions and that losses, if any, wotild not
be material.

In addition, Mutual Savings is a defendant in two
actiens involving alleged easement rights. Mutual's
counsel believes there are meritorious defenses to
these actions and there is a substantial chance the
cases can be successfully defended. While there
is some risk to Mutual, in management’s opinion,
any such risk would not be material,
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(11) Marketable Equity Securities

The investment in marketable equity securities con-
sists of common stocks of $1,853,000 and preferred
stocks of $10,500,000, at cost. At December 31,
1975 the difference between cost and market value
representing. unrealized gains or losses is not
material,

Accountantsa' Report

Prar, Mawii Mitaiiis. & Co
TERLIPIED FLILIC AFCOLNYARTS
BEN ROVT FIDWER S{RERT
CON ANIEL B%- CALTPIaNIA Walh

The Board of Directors.
Wesco Financial Corporation:

~ We have examined the consolidated balance sheets of
Wesco Financial Corporation and subsidiarles as of
December 31, 1975 and 1974 and the related consolidated
statements of earnings, stockholders’ equity and changes
In financial position for the years then ended. Qur exam-
ination was made in accordance with generally accepted
auditing standards, and accordingly included such tests
of the accounting records and such other auditing pro-
cedures as we considered necessary in the circumstances.
In our opinion, the aforementioned consolidated finan-
cial statemenis present fairly the financial position of
Wesco Financial Corporation and subsidiaries at Decem-
ber 31 1975 and 1974 and the results of their operations
and the changes in their financial position for the years
then ended, in conformity with generally accepted
accounting principles applied on a consistent basis.

Los Angeles, Caiifornia
January-30, 1976
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